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Various different versions of table 1.
in which the

abolition of the earnings rule might be presented.
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~\ You will wish to consider the order of the measures in table

and the degree of aggregation. If the NIC package is

d with the tax measures, you will want to consider whether
it at the beginning or the end. You may also want to
consider whether to put the excise duties (and VAT) nearer the
end, after the savings measures, as in Chapter 4 and in last
year's FSBR; but when they were frozen in 1987 they were placed
near the beginning because of the relatively large numbers
involved. <§§§§

3. You will a ég;;ijSh to consider which measures should be

mentioned in pa 1.05, and in what order. The present draft

relates to a non- xed base, mentioning the indexing of
allowances but not ezing of excise duties. Working from an
indexed basis would e mentioning the duties but not the
allowances.
4. Four versions of table 1.1 ari given, as follows:-

Variant 1 s

S e e >

This includes the NIC pacii?e immediately after the tax
measures, but before striking théZigggl' The gross public
expenditure cost of abolishing the earnings limit is placed
immediately below the total, with a footnote indicating that
it will be met entirely from the Reserve. It would clearly
not be right to include the gross expenditure effects in the

total cost of the package.

Variant 2 Eéé%ifb
This includes abolition of the earnings limit be triking
the total. A row of dots is given for it in the but a
footnote indicates that there will be gro <§§E§}ic

expenditure effects, met from the Reserve. Note that ine
of zeros in the table would not indicate the true net cost of

this measure, since it would ignore tax flowbacks.
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Q;;§%§Variant 3
<;ég§;his variant, both the NIC package and the earnings 1limit

are included under the title "other measures" after the total
cost of the tax measures has been struck. Because the cost
of abolishing the earnings limit is scored gross, it is not
possible add this to the cost of the NIC package to yield

a gran4§§§§é§ for the cost of the package.
Variant 4 <§if®

This is thevs s variant 3, except that a row of dots is
given for aboli the earnings limit, as in variant 2.
The total cost éjékg budget measures is given in the final
row of the table.

5. These variants are all consistent with inclusion of abolition
of the earnings 1limit in Chapt 4, along with the NIC package.
FP propose to include a descri of the change, including a
reference to gross public expen ﬁggg costs and tax flowbacks, at

§§§, but no entry in table 4.1.
en s" in chapter 5 would

the end of the main text of Chapte
The paragraph on “"budget conseq
presumably need to include a referenc the gross expenditure
cost in any event, noting that this willi.be charged to the Reserve
and not add to planning totals.

6. All the figures in table 1.1 are consistent with the figures
in today's Scorecard. Those in table 1.2 on board your
preliminary comment on the version submitted ye .

Cal 2
C J RILEY <§;>§
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ter> 1 The Budget

A

1.01. The objective of the Government's
economic policy is to defeat inflation and
to maintain a vigorous and enterprising
economy, with sustained growth of output
and increased employment.

Qij3> 1.02. The Financial Statement and Budget
Ci;:> eport (FSBR) supplements the Chancellor's
<§§i§hdget Statement. It presents the Medium
<2§§@ Financial Strategy (MTFS); describes
developments in the economy over the past
year; provides forecasts to mid-1990; sets
out the tax proposals in the Budget;
summarises the Government's spending

plans; ives forecasts for the public

financesfor e year ahead.

\<<>
<side> The Medium Term Financial Stra

o

1.03. Chapter 2 describes the MTFS, which
provides the framework for the

Government's economi olicy. The
objectives of the MTFS

role of monetary polic

the central
remained

the growth of money GDP over
term, so bringing down inflation.

1 _p— / |
7~ . |

é hdute ) i
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in this year's MTFS avégradual return to
ﬂgﬁ&gég i\balanch 1s’ projected over the
medium term, with both taxes and public
expenditure declining as a share of GDP.
The MIFS 1is complemented by policies
designed to improve the working of markets

and the supply performance of the economy.

<side> The ecq§§é§>

the main

Chapter 3 describes
opments in the economy in 1988 and
ospect until mid-lQEp. In recent

years ‘dewelepmen have hnonqénEEZasingly

P difficult to interpret because of

o > inconsistencies within the national and

//, %0 an¢;> sectoral counts; adjusted figures that
= reduce se inconsistencies are used

// \§§£J Q}ﬂvp througho t FSBR. The economy grew
‘ VSy _ strongly ain in 1988, with the largest
A v fall in unemployment since the war.  GDP
X , is forecast gro by a further 2% per
\\. cent in 1989, th;-ghjiérﬁg%ﬁz“éiiLugh the
//’ year Inflation

be on a downward trend agassm in the
second half of 1989,

i
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<side> Tax and Na&

1.05. Chapter 4 sets out the tax and
in the

National Insurance

Budget. They include™*1ndexation of the

main income tax allowances,‘ggbolltlon of

stamp duty on shares,ézhmprovements to

personal equity plans and employee share

schemes ,“”reform of the taxation of life

assurance, pensions, and unit trusts,
égymeasures to promote unleaded petrol,

ibutions, | together with abolition of

the earnings rule for pensioners. The

asures are summarised in table 1.1.

<side> Public expenditure

1.06. pter summarises the
Governm endlng plans, as set out in
the publlc pendlture White Paper. This
chapter also 1des the latest estimate
of the outtur the public expenditure

planning total in 1988-89.

$
%
D
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‘tor finances

<side> Public secC

1.07. Chapter 6 presents the complete
financial picture for the public sector.
The public sector debt repayment is
forecast to be [£14 billion] in 1988-89.
A further debt repayment of [£12 billion]
is forecast for 1989-90, equivalent to £7
billion net of privatisation proceeds, the
same as in 1988-89. The forecast takes
account of the measures in the Budget
which are expected to reduce taxation and
National Insurance contributions by
£1.9 billion, after adjusting for the net
ost of indexing direct and indirect tax
tes and allowances. Table 1.2 shows the
components of general government
receipts and expenditures.

<

©

o

9
%
O
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£ million yield (+)/cost (-)
@ 1989-90 1990-91
Changes from Changes fraom Changes fram
a non-indexed an indexed an indexed
/{\\ base base base
\> N
Incame Tax
personal owances and basic
rate limit indexed -1465 - -
car benefit scales increased + 90 + .90 4210
Schedule E put on receipts
basis - 60 - 60 - 80 {
Excise duties
petrol, derv etc - - 545 - 580
duty on unleaded petro
reduced, surcharge a
to 2 star petrol - 30 - 30 - 75
vehicle excise duty + 40 - 150 - 170
tobacco - - 235 - 250
alcohol - - 255 - 280
Value Added Tax @
non- domestic construction etc 5 + 915 + 540
bad debt relief, reform
of registration rules etc - 105 - 105 - 270
| Stamp duty on shares abolished + 10 + 10 - 900
Life assurance businesses'
tax regime reformed - 20 - 20 + 45
Reforms to pensions, personal
equity plans, .share schemes < /
and unit trus o w5 < T L. 18
{ 7
Corporation Tax %
small companies' rate
threshold increased * - - 35
~ Other tax changes - 70 =i 35 +; 28
National Insurance Contributions - 860 - 860 -2440
Total - - -4370
2160 1885 % ((%@
| A )
Pensioners' earnings limit abolished* - 125 - 125 50
1 These measures, and the basis of the costings shown, are described i i
in chapter 4.
= Cost shown is gross public expenditure, which will be met from the Reserve(i @%
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£ million yield (+)/cost (-)
1989-90 1990-91
Changes fram Changes fram Changes from
a non-indexed an indexed an indexed
base base base
ances and basic
-1465 - -
car benefit scales increased + 90 + 90 + 110
Schedule E put on receipts
basis - 60 - 60 - 80

Excise duties

petrol, derv etc - - 545 - 580
duty on unleaded petro
reduced, surcharge a
to 2 star petrol - 30 - 30 - 75
vehicle excise duty @ + 40 - 150 ~170 \
tobacco - - 235 - 250 &
alcohol - - 255 - 280 \
Value Added Tax @ ,
non- domestic construction etc 5 + 315 + 540 5
bad debt relief, reform lﬁ
of registration rules etc - 105 - 105 - 270 ﬁt
Stamp duty on shares abolished e + 10 - 900

\ Life assurance businesses'

tax regime reformed =l 38 =00 + 45 ‘
O i [ D I+ @\
2 ‘_ NaeaT™ 1 -

Corporation Tax o
small companies' rate
threshold increased * - 35
- O -
Other tax changes -/7078 -/BSLfO + 2815
bational Insurance Contributions - 860 - 860 -2400
Pensioners' earnings limit abolished® = . = e
% OV
Total -2160 1885  \U) Y4370
N
i

These measures, and the basis of the costings shown, are described i i
in chapter 4. <>

£250m

Public expenditure cost will be met from the Reserve. See Chapter 5. @
1 A

\M © GT Set- oY (e

2

o
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| £ million yield (+)/cost (-)
@ 1989-90 1990-91
Changes fram Changes fram Changes from
a non-indexed an indexed an indexed
A base base base
e
Tax masul&
Income Tax
personal allowances and basic
rate limit indexed -1465 - -
car benefit scales increased + 90 + 90 1410
Schedule E put on receipts
basis - 60 - 60 - 80
Excise duties
petrol, derv etc - - 545 - 580
duty on unleaded petro
reduced, surcharge a
to 2 star petrol - 30 - 30 - 175
vehicle excise duty + 40 - 150 - 170
tobacco - - 235 - 250
alcohol - - 255 - 280
Value Added Tax
non- domestic construction etc 5 5315 + 540
bad debt relief, reform
of registration rules etc - 105 - 105 - 270
Stamp duty on shares abolished +. 10 e 18] - 900
Life assurance businesses'
tax regime reformed =D -2 + 45
Reforms to pensions, personal
equity plans, share schemes 0 /
and unit trusts - 5 g - - 10
Corporation Tax <
small companies' rate
threshold increased * - - 35
Other tax changes - 70 - 35 +* 25
Total -1300 -1025 -1930

Other measures
National Insurance contributions

reformed 5
Pensioners' earnings limit abolished

1
These measures,

in chapter 4.

Cost shown is gross public expenditure,
See Chapter 5.

Al

- 860
- 125

40
0
and the basis of the costings shown, are described in

- 860
- 125

which will be met from the Reserve.
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£ million yield (+)/cost (-)
1989-90 1990-91
Changes fram Changes fram Changes from
a non-indexed an indexed an indexed
base base base
Tax }basu.&\;
Income Tax
personal alYowances and basic
rate limit indexed -1465 - -
car benefit scales increased He 890 + 90 + 116
Schedule E put on receipts
basis - 60 - 60 - 80
Excise duties
petrol, derv etc - - 545 - 580
duty on unleaded petro
reduced, surcharge a
to 2 star petrol - 30 - 30 - 75
vehicle excise duty + 40 - 150 - 170
tobacco - - 235 - 250
alcohol - - 255 - 280
Value Added Tax
non- domestic construction etc 5 + 315 + 540
bad debt relief, reform
of registration rules etc - 105 - 105 - 270
Stamp duty on shares abolished +:110 +- 10 - 900
Life assurance businesses'
tax regime reformed - 20 - 20 + 45
Reforms to pensions, personal
equity plans, share schemes o /
and unit trusts - 5 g - 5 - 10
Corporation Tax
small companies' rate
threshold increased * & - 35
Other tax changes - 70 - 35 + K25
Total tax measures -1300 -1025 -1930
Pz
Other measures @
National Insurance contributions
reformed S 860 - 860 0
Pensioners' earnings limit abolished o e ;
N D
Total Budget measures 2160 -1885 -@A

These measures, and the basis of the costings shown, are described in detail

in chapter 4.

HE25Dm

2
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£ billien £ billion
1988-89 1989-90 1988-89 1989-90
1988 2 Latest Forecast 1988 2 Latest Forecast
Budget™ estimate Budget™ estimate
EXPENDITURE
Inland Social security 48.5 47.4 51.0
Income 42.1 43.5 47.1 Health 20.7 21.8 23.2
Corporat 19.8 18.8 22.0 Defence 19.2 19.0 20.1
Petroleum 52 1.3 1.3 Education and science 18.0 18.4 19.6
Capital jaing\tax 2.0 2.4 251 Home office and legal
Inheritance tax 1.0 et 1150, departments 7.0 7.2 8.0
Stamp duties 2.0 2:3 2.6 Transport 5l 4.8 5.4
Total Inland Revenue 68.0 69.4 76.1 Scotland 8.5 8.7 9.0
Custams and Excise: Wales 3.5 3.6 3.8
Value added tax 29.8 Northern Ireland 5. 56 5.5
Petrol, derv duties etc 8.7 Other departments 22.8 21.7 234
Tobacco duties Bl Privatisation proceeds -5.0 -7.0 -5.0
Alcohol duties 4.7 Reserve 345 - 3.5
Betting and gaming duties 0.9 Public expenditure
Car tax 1.4 plamning total 156.9 151.1 167.1
Custams duties > 1.8
Agricultural levies 0.1 0.1
Total Customs and Excise 47.9 52.5
Vehicle excise duties 2.8 2.9
0il royalties 0.6 0.6
Gas levy 4 0.4 0.4
Local authority rates 19.0 ) 0.4 General government
Other taxes and royalties 2.5 2. &8 gross debt interest 17<5 18.2 16.6
Total taxes and royalties  141.2 144.8 57, Other adjustments 8.6 9.2 9.5
National insurance and
other contributions 31.6 32.8 34.6
Interest and dividends 5.6 6.6 6.7
Gross trading surpluses
and rent 3.5 353 3.5
Other receipts 2.9 it 3.4 e
General Government Government
Receipts 184.9 190.8 203.8 iture 183.0 178.5  193.2

Receipts, expenditure and debt repayment

1989-90

1988<>2

Budget Latest estimate Forecast
General government receipts 184.9 190.8 203.8
General government expenditure 183.0 1785 193.2
General government debt repayment 2.0 @@) 10.6
Public corporations' market and overseas debt repayment 1.2 9 1eS
Public sector debt repayment 3.2 140 %\\ 12.1
1 In this and other tables constituent items may not add up to totals because of g.
2 On current definitions.
3 Includes advance corporation tax (net of repayments): 5.3 6.0 . 4

- also includes North Sea corporation tax after ACT set off and corporation tax on ga
4 In this and other tables commmity charge receipts are included with local authority raté

O&ﬁ/\/‘\.

g
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M@ ' DATE: 23 FEBRUARY 1989

Q;;iyR GIﬁﬁgpﬁg/ /22343_‘L%L cc Financial Secretary
TS Economic Secretary
Sir P Middleton
2. CELLOR Sir T Burns
Mr Scholar
Mr Culpin
Mr Riley
O ./ Mr A C S Allan
! : Mr Matthews
A &) ; g{ | g Mrs Chaplin
.

/‘ S Loyl M e Mr Tyrie
. \» 38 e LB \
v Sir A Battishill IR

p“j Mr Calder IR
fc

\fwr \. Mr Unwin C & E

FSBR CHAPTER 4 ié§g§§
Attached is a redraft o <g£§§;er 4.

2. The NIC and earnings rule changes have been included under a

Mr P R H Allen

national insurance heading. Earnings rule abolition does not ap-

pear in table 4.1 since it is primarily a public expenditure

measure. Its cost is therefore ed in the narrative section.
o

3. Regarding the questions you ask on the first draft:

o
(i) Close companies pay corpion tax rather than

| income tax. We have therefore assumed up to now that
1 the special higher rate would also be corporation tax.
Mr Reid of the Revenue is going to send you a minute on

lot 12y this.
(ii) There are five classes of VED for and
coaches. Including all the rates in the (ij33ve sec-

tion may give this change more emphasis than o~;,ant.

(iii) Taxis have always been central to the ,(‘-.
changes to hackney VED classes. This is because i§2§§>

BUDGET SECRET NOT TO BE COPIED
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seemed Mch spend a great deal

of time on the road should pay less VED than the family

@
DN

(iv) The pension proposals are revenue neutral in the
short and medium term. They have a positive yield in
the very long run - 20 years or so out. The reference
to the long term effect in the annex has been dropped.

4. The Economic Secretary has yet to see the redraft of the ECJ
judgement se provided by Customs and Excise.

e .
2 Nick Megba
g; % N I MACPHERSON

9
%
P

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




BUDGET SECRET NOT TO BE CC‘ED ’
BUDGET LIST ONLY

1 BUDGET SECRET NOT TO BE COPIED

BUDGET LIST ONLY




fp.pk/BUDGET/Tax Props

-
®,

Income tax

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

9
0

<§;§§E%)Budget Tax and National Insurance Proposals in Detail

4.01 The main tax and national insurance
changes proposed in the Budget are sum-
marised below. A full list of changes is

given in Table 4.1.

4.02 The main income tax thresholds will
be increased in 1line with the statutory
indexation  provisions (based on the
increase of 6.8 per cent in the RPI in the
year to December 1988); the higher level of

ééi?iége allowance currently for those aged 80
a

% over will be extended to those aged 75

nd over. This will mean that:

the single person's and wife's earned
income allowances will rise from
EZto £2,785;

the mafried allowance will rise from
£4,095 <§ ::375;

the additional personal allowance and
widow's Dbereavement allowance will
rise from £1,490 to £1,590;

(single) and from to £5,385
(married);

the age allowance for thoig; dy =75
and over will rise from d for
those under 80 and from £3, or

T

the age allowance ose aged 65 to
74 will rise from <g§§§%%>to £3,400
5
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(single), and from £5,035 for those

o LA BUDGET SECRET NOT TO BE COPIED
% BUDGET |'1|§’Inour}2¥ 80 and over to £3,540

under 80 and from £5,205 for those
aged 80 and over to £5,565 (married);

the income 1limit for age allowance
will rise from £10,600 to £11,400;

the basic rate 1limit will rise from
£19,300 to £20,700 of taxable income.

4.03 The age allowance withdrawal rate
will be reduced from £2 of allowances for
each £3 of income to £1 for each £2 of
income above the limit of £11,400.

Benefits in kind ééi§§§>04 Car benefit scale charges will be
i

Private medical
insurance

Charitable giving

Employee share
ownership plans (ESOPs)

Approved employee share

schemes

C;ééieased by 20 per cent from 6 April 1989.

4.05 Income tax relief will be given from
April 1990 on private medical insurance

premiums for those aged 60 and over.

4.06 ::l'mit on charitable donations

qualifyin&> r tax relief under the payroll
giving sch 1 be doubled from £240 to

e
£480 a year prril 1989.

O
4.07 Tax relief will be given for payments
by companies to qualifying ESOP trusts.

4.08 The annual limit for(individual

participation in 197 loyee share
scheme will be increased €%§§§§ or - if
greater - 10 per cent of up - o a4

maximum af = £65 0005k The
scheme limit will be increased O 00 to
£150 per month. The maximum di from
the share price at which options be

0
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to 20 per cent.

@@@ BUDQEaEée'ﬁIn@'}'LYps: schemes will be doubled

-related pay

Personal equity plans

4.09 The cash ceiling on the amount of
profit-related pay attracting tax relief
will be increased to £4,000. A number of
other changes will simplify and improve
PRP.

4.10 The annual 1limit on investment in
Personal Equity Plans will be increased
from £3,000 to £4,800. The annual limit on
investment in wunit and investment trusts
will be increased to £2,400, irrespective

of other holdings and restricted to unit
<€§;>>and investment trusts which invest mainly

UK equities. The PEP rules will be
<2£%3}1y simplified.

Schedule E assessment

Relocation expenses

Pensions

4.11 The basis of assessment for Schedule
E (remuneration of employees and directors)
will be changed from earnings to receipts.
NP ra most employees are taxed on

this ba already.

4.12 Payments an_ employer makes towards
ing costs of an employee

transferred to a—more expensive location

will no longer be exempt from tax.

4.13 The tax regime £ nsions will be
amended. For occupation sehemes the main
features will be:

employers will be able up "top
up" schemes for their emplo with
no limits on benefits, e hout

special tax reliefs;

D

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE COPIED




BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE CC‘ED 5

NOT TO BE COPIED



BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY.

a limit will be placed on pensions
paid from tax approved schemes, based
on earnings of £60,000 a year. This
is consistent with a privileged pen-
sion of up to £40,000 a year or
maximum tax free lump sum of up to
£90,000. The eawmings limit will be
indexed to prices;

the rules for tax approved pensions,
particularly affecting those who take

Q!g;b early retirement, will be simplified
Qijs> and improved.

Life assurance

J/
4
J
J

: gwi"’”“ﬁ

(2

[

1

//lle (?M"”/WQ

o ol
| s «-WE’?I

~— i ¢ dife
“g////;;;roduced from 1 January 1

r 4
/

<i§:> These changes will apply to schemes set up
<§§§§g or after Budget day and to new members

C%éi&ing existing schemes on or after that
ate.

4.14 New simplified rules will be
introduced for monitoring additional
voluntaontributions - Any surplus
contributions . made will be returned to

employees??éfggect to a special tax charge.

4.15 Annuaontribution limits for
personal pensio C>schemes will be increased
as a percentage of earnings, subject to an
overall cash limit based on the £60,000

earnings limit for occupational schemes.

4.16 — s i e main-changes

pension and general annui
i expenses will be deductible ¥
5/ pension or general annuity pro 8)

L B
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Stamp Duties

Unit trusts

COBO and deep
discounted bonds

Business taxation

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE COPIED

relief for

expenses of acquiring new

life assurance business (other than

pension or

general annuity business)

will be spread over seven years: this

change will be phased in gradually

over the next four years;

the rate of tax charged on income and

capital gains attributable to policy

holders will be reduced to a rate

abolished.

equal to the basic rate of income tax
(25 per cent);

life assurance policy duty will be

E§C£§}§ Stamp duties on share transactions

111 be abolished from 1 April 1990.

4.18 A new tax regime will be introduced

from 1 January 1990 for unit trusts invest-
ing in ferable securities which are
freely 1&‘ etable throughout the European

Communityo er the UCITS directive. The

rate of ¢

4.19 The new issues queue will be

abolished by a

general consent under the

Control of Borrowing Orde nd the regime
for deep discount bond uding certain
index-linked bonds, will mended with

effect from Budget day.

Q)

4.20 The profits 1limit for /) small
companies' corporation tax rate per
cent for financial year 1989 will raltsed

T
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@J BUDqI:EcT LY 150,000 and the limit for

<§i§;> marginal relief will be raised from
@ £500,000 to £750,000.

4.21 The main rate of corporation tax for

;g§i§§ the financial year 1989 will be 35 per
<§;>§ cent.

4.22 The apportionment rules for close
companies will be abolished. Special

provisions including a corporation tax rate

;X; Q!g;b E@MAI é;tutlég to the higher rate of income tax
: (40 per cent) will be introduced for close
investment companies which distribute less

<§ 8 than a specified percentage of their
C{§;ﬁ> rofits.
@ es /) ek
C%;%& Unincorporated busines who| make
E

ading losses which can be set off against
their other income will be able to set off
any unused balance of their losses against

capital gains.

Capital gains tax 4.24 he/ capital gains tax annual exempt
amount wii> emain at £5,000 in the case of

individuals <§n 2,500 in the case of most

trusts.
T s g o
L X 4.25 Capital gains tax deferral on
v A \ lifetime gifts will be restricted to

/ yU |
B QAJ‘;::;TLZF | certain types of gift - in particular,

/ l‘gk ;?igﬁﬁﬁ>/’ gifts of business an itage assets,
3 01 L}tqﬁﬁﬁ’? ¥ gifts on which there is 'ﬂN‘diate charge
b@“‘ to inheritance tax, and glsf‘ tQ_charity.

Inheritance tax 4.26 From Budget day the old for

4Q.

inheritance tax will be increas line
with the statutory indexation ions
from £110,000 to £118,000.
= &
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4.27 The present turnover requirements for

VAT registration will be replaced for most
businesses by a single limit based on turn-
over in the previous twelve months.

4.28 From 15 March 1989 the registration

<@
@6%% 3 /AT

{iﬁif’iiii/beaene £23,600 a yégr.

4.29 Changes will be introduced to make
relief from VAT on bad debts more widely
available.

4.30 The default surcharge regime will be
eased by reducing the maximum rate of

<§§§§§nalty from 30 per cent to 20 per cent.

-

¥;}wg Ci?g} As announced on 6 February, to comply
i 1‘.)

. L‘Lﬁ%} with the European Court judgement of 21
Ea' = ime wi

e e June 1988, a new VAT regime will apply to

i:::::/// non-residential construction and property

develop Landlords will be given the

option tax rent from non-residential

\

buildings" VAT at the standard rate will
be applied

M o

news servi CF (but not newspapers);

- protective boots and helmets supplied
to employers;

- fuel and power sup o businesses;

and

- water and sewerage serv upplied
to industry.

P
P

SR, 2o
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BUDGIE.I3L|§-E' Oxlgh!f for charities will be

extended to charity fund-raising events,

certain types of advertising and medical
sterilising equipment. Cars leased to the
disabled will be relieved of car tax.

4.34 The duty on unleaded petrol will be
reduced by the equivalent of just over 3p a
bjjﬁ W gallon (nearly 1lp a litre) including VAT.
) A higher rate of duty will be introduced on
7*LA“ 2 and 3 star petrol. This will add 5p a
gallon (just over 1lp a litre) including VAT

Qé§§%§§ to the tax charged on these grades.

4.35 From 1 January 1990, the additional
<i§:> payments made by ITV programme contractors

ill be assessed on a mixture of net
ertising revenue and profits.
Tax administration 4.36 In the 1light of recommendations by
the Keith Committee, changes will be made:

to date the system of monetary
ﬂ}; Mﬂbﬂjg} pe !g’les for tax offences;

2
[ ,, %
lj:x‘}@@wﬁ4 ‘ to mo C>rni e the powers of the Inland
V A Revenue ain information;
7
\V3 A . S .
Z to improve compliance by employers.
Tax confidentiality 4.37 Criminal sanctions will be provided

against wunlawful disclo of information

relating to taxpayer by

employees or former ees of the

revenue—departments. /h/us) w oV
(jvvsbh_d | Gneoe. <i£:>
o B
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4.38 From [1]

October, changes are

proposed to  the structure of national

insurance.

deeisions announced—on- [y} November—1988

(R ngd

4.39 The £70 and £105 a week earnings
limits for Class 1 national insurance

contributions are due to rise to £75 and

£115 - from April
1989, for employees only the

1989 From [1] October

a2

£75 Iimit will |

between £75 and

S

O
fﬁger earnings

under

become a threshold and the 7/ per cent band

therefore pay Cle

pe ent on earnings

£75

£115

Employees earning o week will |

first £75 and 9
above £75 up to the

The structure of
ibutions for those

week will remain

week is

earnings limi

E:

1990-91.

- G

(o]

weekzx S

4.41 From x October the rule whereby state

a week have their pensi
those earning over £1

pension abated entirely,

rise to £325 a week from

O
[Ei40 Th Cég;s; earnings limit of £305 a
1o

11 be raised to £355 a

April 1989. [x] October, the upper

retirement pensioners earning more than £75

reduced, and
k have their
abolished.

S ublic

expenditure cost of abolition e, £125
million in 1989-90 and £250 ion in

Eépweveflehéb cos wil met
from the Reserve)(é\ i is
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1ded in Table 4.1

1989-90 and £7

I
S S

(\\

is estimated that tax and benefi

to the exchequer will 30 million in
lion in 1990-91.]

ﬁ:; The/se] cha“—\z

Social Security Bill now before Parliament.

ngesAwill be included in the

, W S ; ot o L

PR | { N T
\ . UEA A @ . S T
‘}\X g ) o ’ W,S\

A},;> \ xvﬁ ‘%?io qfﬁv qp;blb
\}/"\ p)}(’? \)W / \6030/

K\“‘& v‘z gkt
W

<50 =
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EX TO CHAPTER 4

Explégéig;y notes to Table 4.1

Table 4.1 gives the direct effects of changes in taxation.

Estimates are rounded to the nearest £5 million.
"Negligible" less than £3 million.

The direct effe
the yield of t
rate of tax, allow

tax change is the difference between

which would arise on the basis of the
etc prevailing before the Budget
(the pre-Budget re and the yield after the changes
proposed in the Budget 22§>gpst—Budget regime). The differ-
ence in yield is genetdlly calculated by applying the pre-

and post-Budget regimes to the same tax base. This base is

the post-Budget base - that is, the 1levels of income,
consumption, profits, etc forecast for future years on the
assumption that all the measure osed in the Budget take
effect.

o

Tax changes may cause changes in tax ers-! behaviour, which

in turn can alter the tax base and henc enue. The direct
effects are estimated subject to the
general, total incomes and total expenditure are fixed at
their post-Budget levels. Thus the estimates in the table do
not include income effects - that is, effects arising solely
from the impact of changes in taxes on disposa?zégi}ncomes.

Nor do they include the effects of changes in

;pstraint that, in

arising from changes in pre-tax incomes, the genera
prices or other macro-economic variables which ma
from the proposed tax change. But other behavioural

are taken into account where it is thought that they

have a significant effect on the yield.
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@% For Customs & Exc g DGET | 'ONL the estimates of

ield incorporate the effects of the tax changes on relative

ices and associated changes in the pattern of consumers'

enditure. Aggregate income and consumers' expenditure at
cost are assumed not to change. This is a slight
ation of previous practice in which nominal consumers'
iture at market prices, rather than at factor cost, was
held“ constant. Examples where behavioural effects are taken
into account for Inland Revenue taxes include the abolition
of stamp duties on share transactions and changes involving

the take-up of new or modified relief.

The post-Budg cast of each tax given in Table 1.2 takes
e-effects of the measures announced in the

S

account of al

Budget, and not j direct effects included in table

4.1.

The figures in the figit umn of Table 4.1 show the direct
effect of the Budget oposals on receipts in 1989-90.
Budget proposals are compared with a non-indexed base - that

is, with the pre-Budget regime of allowances, thresholds and
rates of duty at 1988-89 levels.

The figures in the second column’/sh the direct effect of
the Budget proposals on receipts i§> 89-90, measured against
an indexed base. The indexed base f il -90 is obtained by
increasing 1988-89 allowances, threshol d rates of duty
by 6.8 per cent, the increase in the BPI over the year to
December 1988.

The figures in the third column show the direct effect on
receipts in 1990-91, also measured against an i d base.

For this comparison, both the Budget proposa the
indexed base for 1989-90 have been further inde the
s f

forecast movement in the RPI between the fourth quartér o
1988 and 1989 (shown in Table 3.12). @

The remainder of this annex provides a commentary on<§§§§i§>>

Budget proposals in Table 4.1; the paragraph numbers refer t

BUDGET LIST ONLY
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the 1lines in thik BISRGEIMSTEONLY o tmation is provided

<§i§;>for those proposals where the effect on tax 1liabilities in

e first complete year to which the change applies (full

effect) is substantially different from the effect on
ts in either 1989-90 or 1990-91; or where the impact of

posal is expected to build up over a period of years.

Income Tax

1) 6Q§;2%§§§e increases in the main personal allow-

es and the basic rate limit are in line
wi the statutory indexation provisions
( on the increase of 6.8 per cent in
th %§§§§§n the year to December 1988). The
hig e allowance currently given to
those ed" 80 and over will be extended to
those aged 75 years and over. The cost of

indexation for those aged between 75 and 79

is included in line 3.

7 The age allo withdrawal rate will be

reduced from £2 @‘ lowances for each £3
of income to £1 fox each £2 of income above
the limit of £11,408

8 For 1989-90 the scaf%s for taxing car
benefits will be increased by 20 per cent

from their 1988-89 levels.

9 The extra-statutory concession

exempted from tax certain reimbuks
employers of additional housing
incurred by their employees who ha
move with their jobs to more

locations will be withdrawn from 6 A §

1989, subject to transitional arrangements
L R
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B QQEII,QSJLQ‘L\!LY. 1l be introduced to

replace the extra-statutory concession
which has exempted certain job-related
removal expenses from any charge to income
tax.

Tax relief will be available (with basic
rate relief given at source) for eligible
premiums paid in 1990-91 and subsequent
years for private medical insurance for
those aged 60 years and over. The cost for

90-91 assumes an increase in take-up in

region of 10 per cent as a result of
th new relief. Eventual costs will

among other things, on the extent
medical insurance for the over-60s

22§§§ and taken up.

The amendments to the tax rules for pension

schemes will mean that:

for tax apprschemes, earnings over
£60,000 wil pbe ignored for the purpose

of calculatind<> efits (consistent with

a maximum pensio C9 0,000, or tax-free
lump sum of £90,00 Other amendments
will be made to the X
early retirement benefits, to allow a

ax rules to improve

two-thirds final salary pension on

retirement after 20 years' service
between ages 50 and 70 an implify
calculation of tax-free lump These

changes apply to new schemes s
after 14 March 1989 and to
joining existing schemes on or aft
date:;
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employers will be able to set up top-up

schemes with no limits on benefits, but
without tax privileges such as tax-free

investment build-up;

new rules will allow surplus voluntary
contributions to be returned to the
member instead of reducing benefits from
the employer's scheme. The voluntary
scheme will deduct a 35 per cent charge
from the refund to recoup the tax

<S§§§%§>advantages enjoyed on contributions and

3 There will be a further 1li-

@s will be made to the personal pen-

X rules to increase from 1988-89
the e related contribution limits. The
increased 1limit will be subject to the
£60,000 earnings cap. And the rules for
calculating tax-free lump sums will be

simplified.

These measures areC> ected to have a broadly

neutral revenue effe in-.the early years.

The 1limit on charitable ;pnations qualifying
for relief under payroll deduction schemes
will be increased from £240 to £480 from
April 1989. The cost will depend on take-up.

The conditions for relief foé&§§§> itable

covenants will be relaxed so th e a
member of a heritage charity is giv ee
entry to view the charity's propert
benefit will not disqualify the covenant
ments from relief. The cost will depend <;2>§

take-up.
-
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Amendments to the profit related pay (PRP)

legislation will

abolish the "5 per cent test" on a PRP
scheme's eligibility for registration;

increase to £4,000 the cash limit on the

amount of PRP attracting tax relief;

allow scheme employers to alter, subject
to conditions, the rules of PRP schemes

<Sg§§§§>which already registered;

ble PRP schemes to be registered for
ain employment units using the
of the whole business rather than

Czéégployment unit itself.

The annual limit on the value of shares which
may be given to an employee under an approved
all-employee profit-sharing share scheme
will be increa -d2>with effect from 6 April
1989, from £1,250(o6r 10 per cent of pay up
to a maximum of £5, ) to £2,000 (or 10 per
cent of pay up to <>,OH .
monthly savings made -
approved savings-related are option scheme
(ICTA 1988 Section 185?>will be increased,
from a day to be appointed, from £100 to

The 1limit on

employee under an

£150. The maximum discount on the share
price at which options may be gr under
these schemes will be increase 10 per

cent to 20 per cent. The use of
shares in an approved employee sha
will be extended to any member
consortium owning 5 per cent or more o

company's ordinary share capital in place

the previous 15 per cent limit. <§§>§

o B
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There will be relaxations in the conditions

under which income tax relief is given to
employees who benefit by virtue of their
employment from priority in applying for a
public offer of shares.

Changes will be made in the material interest
tests relating to an employee's eligibility
to participate in an approved employee share
scheme or a registered profit-related pay

<§§§%ﬁheme, and an individual's entitlement to

e company interest relief. Subject to
in conditions, shares held by a trust of

which e employee is a beneficiary will be
dis ed when reckoning whether he has

mate terest.

Relief f6§;§§;erest on loans to acquire Busi-
ness Expansion Scheme shares on or after
14 March 1989 will be abolished.

From 6 April 198dule E emoluments will
be assessed for\“the year in which they are

received instead OE> e year for which they
are earned. There <§i be a transitional
cost, but from 1992-93 the transition is
complete, there will b%>an annual yield of
about £50 million.

A change will be made to the provisions which
treat certain settlement inc as the
settlor's for higher rate tax s to
ensure that income from outri

between husband and wife will be
under Independent Taxation as the inconm <
the recipient of the gift. For certain of

settlements the present rule will be exten!L : E:
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t g a small revenue

yield.

Legislation will be introduced to make clear
the amount of UK tax that is deductible from
UK tax credits to which non-residents may be
entitled under a double taxation convention.
This measure will prevent a potential

Exchequer loss of about £15 million a year.

rporation tax

January 1990, the rules for taxing
ajsurance companies will be changed:

w relief for the expenses of pen-

ion, eral annuity and other life as-

si
sur e business only against their

respective profits;

to spread the relief for the costs of
acquiring usiness (other than pen-
sion and gen annuity business) over
seven years, g' ect to transitional ar-
rangements in th four years to

o A it
phase out the pr immediate relief;

and S

to reduce the corporation tax rate on
income and capital gains allowable to

policyholders to 25 per cent<gg§8

The yield in 1990-91 and the immediat
lowing years 1is reduced by the

transitional arrangements, and by the

forward of unrelieved expenses from

years.{
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Q ~ yaamld !fl S-[mo N, pments in the
<§i§;> LQ(JU industry, particularly in the level of new
<iii§§;b %; % business, and is therefore highly uncertain.

Q;;ﬁii\S?y
dﬁl The apportionment rules for close companies
;;é>§ will be abolished. A higher rate of corpora-
<;Zto the higher rate of income

40 per cent will be introduced for

tion tax
of
close investment companies which distribute

less than a specified percentage of their
<gg§%¢ofits. A close investment company will no
er get tax relief for interest payments,
payments or management expenses unless

es

would have been deductible if paid by

an idual.

24 The l§§§§§§§$?n relating to capital allow-

ances safety expenditure at sports
grounds will be amended from 1 January 1989
to take account of the extension of safety
certificate requirements to regulated stands

at undesignated ‘f s grounds. Minor amend-
ments will be made“fo the capital allowances

legislation to cotr defects and anomalies
in advance of the <§o lidation of that
legislation. <fif>

25 The period for which rel?;f may be available

for business expenditure incurred before a

trade begins will be increased from three to

of tens of millions of pounds.

five years. The cost of this pzr 1 will
take some years to build up and <§§g§gmount

26 Subject to consultation, the requireme
the scheme for subcontractors in

construction industry will be reduced, ;;

20g. L
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e all payments onto

a single voucher.

e tax and capital gains tax

A

28

The main changes are:

an increase in the overall annual limit
on investment in a Personal Equity Plan
to £4,800;

investment in authorised unit trusts and

<§§§§%§§Within that an increase in the limit for

ihvestment trusts to £2,400, coupled with

@- requirement that the trust must
ipvest\mostly in UK equities;

signifi%ght simplifications for plan

managers; and

the facility for new share issues to be

brought With‘i: Ens.
The costs assume té%ii%; in the region of
400,000 in the firs <§u ear. The cost is
likely to reach £30 mil!’after 5 years.

&
After 5 April 1989, if an unincorporated
trader makes a loss which can be setbff
against other income of the same and/or the

following year, he will be abl set any
unused loss against his capital i The
estimated full year costs accrued 9-90

and 1990-91 are £50 million and £7 illlion

®

respectively.

= Lliee
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corporation tax and capital gains tax

In the light of recommendations of the Keith
Committee, administrative changes will be

made:

to update the system of monetary penal-
ties for tax offences in line with infla-
tion and remove obsolete penalties;

to introduce a uniform time limit of 20

Q!§§> years for recovery of tax 1lost through
Qii%jfaUlt;

llow taxpayers further time to claim
where an Inspector discovers that

fa %ax is due;

to modernise the Inland Revenue's powers
to obtain information about a taxpayer
under enquiry, to allow questions to be
put to the ayer, provide greater
safeqguards 4 t taxpayer and protect

audit papers an tax advice from dis-
closure by his a <9

to amend the Inland ';yenue's search pow-
ers to provide greater safeguards for the

taxpayer;

to create a new criminal off for the

deliberate destruction of ents
called for under the 1Inlan ue's
information powers;

to change the filing date for return

PAYE and NIC deductions by employers f
19 April to 19 May, tighten up the penal-
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Bt-LI'RG ErTr LIS;\IDO Nul"lYM, gradually over a

period of years, leading to the introduc-

tion of automatic penalties for all late
filing (but not before 1995).

The effect on revenue in subsequent years is
expected to be small.

From Budget day the existing corporate deep
discount legislation in Schedule 4 ICTA 1988
will be widened to include non-variable deep

<§§§%ﬁscounted securities issued by non-corporate

31

Corporation Tax

32

owers. On a sale or redemption the ac-

discount will be taxed as income. Any
or shortfall will be taxed as a
ain or loss unless the security is

capital gains tax as a qualifying
corpor Zg;égfd. Where deep discounted
securiti have variable features so that the
precise accrued discount at any particular

time cannot be determined in advance (includ-
ing certain index linked bonds), the whole of

the uplift bet cost price and sale or
redemption price e taxed as income.
The eventual yief> ségéfiZuncertain but is
estimated at around <9 illion.

A tax charge will be imposed on UK investors
on gains when they switch holdings within an

offshore fund.

The profits limit for the small co
corporation tax rate of 25 per

financial year 1989 will be raised
£100,000 to £150,000 and the limit

12 -
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m
<§i§;> to £750,000

tsed from £500,000

33 From 1 January 1990 all unit trusts that are

Qégib UCITS (Undertakings for Collective Investment
<§§i§§ in Transferable Securities) under the
<§2>§ relevant European Communities legislation

will be subject to corporation tax on their
income at a rate of 25 per cent, with no
relief being given for interest paid by them.

The cost will rise to about £20 million from
Q!ii@ssl-sz onwards.

34 <§§§§> ts made by a company to an ESOP trust
JZ§§3X e deductible in calculating its
co ion tax 1liability where the trust
meet itions aimed at ensuring the
acquisitio of shares in the company by its

employees~.

35 Various minor changes will be made to the

advance corporation tax (ACT) rules concern-

ing a company whi part o©of a group or

consortium.
<o
36 Measures will be int ced to counter avoid-
ance of tax on disposallg f) subsidiaries in

ways which could cause acgubstantial loss of

tax.

Capital Gains Tax <§é§§%§§

37 The capital gains tax annual exempt(( a
will remain at £5,000 in the cage
individuals and £2,500 in the case of

trusts.

T
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deferral on gifts) will be restricted to

<:ji> certain types of gift, the main categories
being gifts of business and heritage assets

i BUDGET SECRET NOT TO BE COPIED
@@ 38 c LLIST ONLY lief (which allows

and gifts on which there is an immediate

;%i§§§> charge to inheritance tax. The revenue yield

in 1991-92 is estimated at £40 million. The
change will not affect gifts to charities or
between spouses.

39 The capital gains tax rules and rules about

e transfer of securities applying to assets

by Lloyd's underwriters in their
tums trust funds will be amended to

tate stock lending to market makers.

Capital Gains Tax and<g§§§> tion Tax

40 Changes will be made to the rules for the
taxation of capital gains of foreign busi-
nesses with UK branches or agencies or with
operations on th continental shelf. The

main effect wi e to counter possible
developments whigkii;éould lead to a
significant loss of <§.

41 Technical changes will g;:;Zde in relation to
the application of the Cbrovisions in the
Finance Act 1988 for rebasing the taxation of
capital gains to 1982 in certain special

situations.

Chattels
£3,000 are exempt from charges on tal

42 with a disposal value of

gains. The limit will be raised to £

43 Certain sterling bonds will be exempted §§é§§%>

capital gains tax and corporation tax o
o BN
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iByD L O will be to counter
use of the indexation allowance in ways which

could cause a significant loss of tax.

gains tax and Inheritance Tax

C§23> Certain gifts to registered housing as-

sociations will qualify for capital gains tax

deferral and inheritance tax exemption.

Inheritance

timated full year cost of indexation
at able to taxable estates in 1989-90 is

£80

The faci¢2§§>for varying the disposition of a
deceased person's assets will be limited to

those variations making adequate provision

for his or her dependants.

> (
Stamp Duty

©
The following stamp duti will be abolished
from 1 April 1990: =

the % per cent ad valorem duty on the
transfer of UK registered securities;

stamp duty reserve tax; <§§i§>

the 1% per cent duties on the con

of UK shares into depository receip

their transfer into clearance service ;;

o
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unit trusts units; and

' J@ BUDGET SECRET NOT TO BE COPIED
Q@ ot NLY cearer shares and

certain fixed duties on share transfers.

§%§§§§ Announcement of the abolition of these duties

is expected to lead to some rise in the value
of share transactions. That will mean an
increased yield from stamp duty and value
| added tax in 1989-90 and from some other
‘ taxes, eg capital gains tax in later years.

|
| <§§§%ﬁe cost figures in Table 4.1 take account of

<§§§§§e additional yields.

rance policy duty will be abolished
anuary 1990. The cost in 1990-91

S nt of the consequential change in
io ax liability

48

Value Added Tax:

49 The present VAT <§§§g§tration rules will be
replaced by a singl ic irement based on
turnover in the prevf% elve months. The
existing rules based on icipated turnover

| will still apply, in modified form, to large
| businesses and short term events.

| 50 From 15 March 1989, the registrati limit

| will become £23,600 a year. <§§§§>

51 A comprehensive system of VAT relief/on

debts which are more than 18 months o

which have been written off in the trade

accounts will be introduced. Repayment

the relief, or part of it, will be require
= 16 =
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54

55

56

BUDGET SECRET

+heBURGELLIST ONLY |

or in part.

The maximum rate of default
reduced from 30 per cent to
all appropriate VAT return
31 March 1989.

The right of taxpayers to
VAT, excise duty [and ca
confirmed - subject to certa

NOT TO BE COPIED

ly paid in whole

surcharge will be
20 per cent for
s due on or after

recover overpaid
r tax]  will’B be

in conditions -

<§g§ghd procedures established which will enable

accounting errors to be

pril 1989, VAT will

rate to the constru
new idential building
1989,

zgéigF the standard
plied, in“certain circumstan
land; and 1landlords will

charge tax on their non-resi

st

and land transactions.
landlords opt to xistin

tax on only ha of the

O

year. In the case charit

in period will be £ <§ year
relief will allow zero @

e

certain developments wh 2L
had been entered into before

From 1 April 1989, VAT will
standard rate to news servic

papers) .
From 1 April 1989, VAT will

standard rate to protective
supplied to employers.

L
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corrected.

be applied at the
ction and sale of
s. From 1 August
rate will be ap-
ces, to building
be able to opt to
dential property
[Tenants whose
g leases will pay
rent in the first
ies the phasing
s.] Transitional
g to continue for
legal commitments
21 June 1988.

be applied at the

es (b@t news-
o

be applies

boots and el

$
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Q.
S

59

60

Car Tax

61

Excise duties

62-69

70

71

F oﬁq ngnguﬁ,Tm&l—be applied at the

standard rate to fuel and power supplied to

businesses.

From 1 July 1990, VAT will be applied at the
standard rate to water and sewerage services

supplied to industry.

VAT relief for charities will be extended to
charity and certain other fund-raising
events, medical sterilising equipment and

lassified and certain other types of

rtising.

May 1989, all cars used by manufactur-
research and development purposes
will ieved of VAT.

From Royal Assent, vehicles leased to the
disabled will be relieved of car tax.

O

There will be no change the rates of duty
on alcoholic drinks, co products and

most hydrocarbon oils. S

The duty arrangements for made-wine will be
brought into line with those applicable to

wine [of fresh grapes] by prohi g duty-
paid blending. <§§i§$

The rules for determining the origina av-

ity of beer for duty purposes w

clarified. @

g
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”

72 The &JQQETuHé;Ee@ Néi%ol will be reduced

Qii;Q by the equivalent of 3.2p a gallon (0.7p a
| <<iii> litre) including VAT.

|
1 @ BUDGET SECRET NOT TO BE COPIED
O/

<§E§b 73 A higher rate of duty will be introduced on 2
and 3 star leaded petrol. This will add 5p a

<§§§i§>§ gallon (1l.1p a litre) including VAT to the
tax charged on these grades. Cost of extra

take-up of unleaded petrol exceeds yield from
2 star in 1990-91.

Vehicle exci

in the duties on

es
74 ﬂg§§§> will be no change
caht vans, motor cycles and most lor-
ries
75 From 15(ﬁ§2§h 1989, the number of duty rates

for taxis, coaches and lorries will be
reduced from over sixty to five and rates
will be adjusted.

76 From 15 March 19:;!the rates of duty on

certain rigid lorti will be increased to

bring them more int line with rates for
articulated vehicles c?i@lar gross weight.
The rate of duty for speeial types capable of
carrying very long, widecbr heavy loads will
be increased to £3,100.

17 From 1 January 1990, the additional p
made by ITV programme contractors wil

assessed on a mixture of net adverti
revenue and profits.

T
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Criminal sanctions will be provided against
unlawful disclosure of information relating

to an identifiable taxpayer by employees or
former employees of revenue departments.

Insurance Contributions

From 1 October 1989, the £75 earnings limit
for Class 1 employee contributions will be
turned into a threshold and the 7 per cent
ployee band between £75 and £115 will be
ished.

October 1989, the Upper Earnings Limit
increased from £325 to £355 a week.
£ million) breaks down as follows:

C§§>§ 1989-90 1990-91

wi
The

Employees +110 +350
Employers -40 -120
Total +70 +230

Negative yield ﬁgéggémployers reflects higher
contracted out <>a 1990-91 costing
reflects higher coréé?EZion tax yield.

(@

o

L a0 -
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CONFIDENTIAL

pup

FROM: MRS R J BUTLER
DATE: 24 February 1989

PS/CHIEF SECRETARY cc PPS/Chancellor
Mr Anson
Mr Phillips
Mr Riley
Mrs Lomax
Mr Richardson
Miss Simpson
Mr I Taylor
Miss Adamson

FSBR: CHAPTER 5

We discussed the Chief Secretary's manuscript amendments. You
agreed to the suggestions I made and I promised to let you see a

copy of the version of paragraph 5.06 that 1is going to the .

printers.

24 We can, of course, take on further drafting comments (as well
as more up-to-date information) at later stages in the process.

%;Z5;JZZQ/’

MRS R J BUTLER
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+

‘5.06. The major changes in 1988-89 between programme plans in the 1988 White

Paper and the estimated outturn are:

central government: increases arising from NHS pay settlements

(£0.9 billion), a capital grant of £0.4 billion associated with the
sale of Rover to BAe and ko financezzae recapitalisation of Shorts
Brothers prior to privatisation (£0.4 billion), are offset by
reductions in social security expenditure (£1.0 billion) due mainly
to the fall in unemployment; lower payments by the Intervention Board
for Agricultural Produce (£0.4 billion) and lower expenditure on

employment programmes (£0.4 billion);

local authorities: an overspend of £1.2 billion on planned current

expenditure and a net underspend of £0.9 billion on capital
expenditure, reflecting higher gross spending (£1.2 billion) offset
by higher receipts (£2.1 billion);

nationalised industries and other public corporations: an

improvement of £0.5 billion mainly reflecting higher profitability of
British Steel prior to privatisation (£0.3 billion) and British Rail
(£0.3 billion).
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PS /CHANCELLOR

BUDGET CONFIDENTIAL

S M A JAMES
24 FEBRUARY 1989

cc: PS/Chief Secretary
PS/Financial Secretary
PS/Paymaster General
Sir P Middleton
Sir T Burns

Anson

Scholar

Culpin

Riley

Sedgwick

Gilhooly

Matthews

Macpherson

FEEREERA

Mr Unwin, C&E

Mr Jefferson-Smith, C&E
Mr PR M Allen, C&E

Ms French, C&E

FSBR CHAPTER 4: CUSTOMS AND EXCISE TAX CHANGES

Your minute of 21 February asked the Economic Secretary to review
the Customs and Excise contribution to the text of Chapter 4. The

Economic Secretary has seen the revised Customs contribution

incorporated
23 February.

in the attachments to Mr Macpherson's minute of

He has the following comments:

(1)

4.31 to be replaced by the following:

"To comply with the European Court judgment of
21 June 1988 certain previously zero rated goods and
services will be subject to VAT at the standard rate.




BUDGET CONFIDENTIAL

As announced on 6 February, the regime will aim to
minimise the tax and compliance burden.

Non-residential construction and property development
will be 1liable to VAT from 1 April 1989 with
transitional relief for prior contractual
commitments. Landlords will be given the option to
tax rents of non-residential buildings from 1 August
1989.

VAT will also be applied

from 1 April 1989 to: protective boots and
helmets supplied to
employers

news services

from 1 July 1990 to fuel and power supplied to

businesses
: water and sewerage
services supplied to
industry.
(ii) 4.34, line 3: delete "nearly" after "gallon";
line 5: insert "leaded" between "3 star" and
"petrol".
(iii) Annex: Explanatory notes to Table 4.1, VAT

paragraph 54: reorder this so that the reference to option to

tax comes before that to building land. Clarify "in certain
circumstances" (line 5). Retain the square-bracketed sentence
("Tenants whose landlords opt ...").

oty

S M A JAMES
Private Secretary
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COPY NO. l OF , 0(

MR MACPHERSON cc PS/Financial Secretary
PS/Economic Secretary
Sir P Middleton
Sir T Burns
Mr Scholar
Mr Culpin
Mr Riley
Mr Gilhooly
Mr Matthews
Mrs Chaplin
Mr Tyrie

Sir A Battishill - IR
Mr Calder - IR

Mr Unwin - C&E
Mr PR H Allen - C&E

FSBR CHAPTER 4

The Chancellor was grateful for your minute of 23 February. I
attach a copy of the pages of the redraft on which he had

comments.

AC
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a limit will be placed on pensions
paid from tax approved schemes, based
on earnings of £60,000 a year. This
is consistent with a privileged pen-
sioan of up to £40,000 a year or
maximum tax free lump sum of up to
£90,000. The earnings limit will be
indexed to prices;

the rules for tax approved pensions,
particularly affecting those who take

<§g§b early retirement, will be simplified
Qi§3> and improved.

Ci£;> These changes will apply to schemes set up
or after Budget day and to new members

Life assurance

= 1 1 ]
e//////’/////’/—gll;;\ \V//”’”IHEESEEESE_from January 1

\
\

\
\

C%éi&ing existing schemes on or after that
ate.

4.14 New simplified rules will Dbe
introduced for monitoring additional
voluntar contributions. Any surplus
contrib ons . made will be returned to

employees?> bject to a special tax charge.

&
4.15 Annua pntribution limits for
personal pensio oschemes will be increased
as a percentage of earnings, subject to an

overall cash limit based on the £60,000

earnings limit for occupational schemes.

15 [rnese

for life assur

pension and general annuif

I
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Capital gains tax

Inheritance tax

Eoe s BUDGET SECRET l NOT TO BE COPIED
@’ BUDQEI .4 50,000 and the limit for

marginal relief will be raised from
£500,000 to £750,000.

4.21 The main rate of corporation tax for
the financial ,ear 1989 will be 35 per
cent.

4.22 The apportionment rules for close
companies will be abolished. Special
provisions including a corporation tax rate
ddced to the higher rate of income tax
(40 per cent) will be introduced for close
investment companies which distribute less
than a specified percentage of their
profits.

Unincorporated businesSmen wke make

@
% 2

rading losses which can be set off against
their other income will be able to set off
any unused balance of their losses against
capital gains.

4.24 ‘- capital gains tax annual exempt

amount wi emain at £5,000 in the case of
individuals Cen 2,500 in the case of most
trusts.

4.25 Capital gains tax deferral on
lifetime gifts will be restricted to
certain types of gift - in particular,
gifts of business an itage assets,
gifts on which there iszgg§%f ediate charge

charity.

to inheritance tax, and gift

4.26 From Budget day the hold for
inheritance tax will be increas

line
with the statutory indexation rcjéiions

from £110,000 to £118,000.

AT
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4.27 The present turnover requirements for
VAT registration will be replaced for most
businesses by a single limit based on turn-
over in the previous twelve months.

(AT

4.28 From 15 March 1989 the, registration

limit will beeeme£23,600 a year.
Ermend 5

4.29 Changes will be introduced to make
relief from VAT on bad debts more widely
available.

4.30 The default surcharge regime will be
eased by reducing the maximum rate of

<§§§§9nalty from 30 per cent to 20 per cent.

.3 As announced on 6 February, to comply
with the European Court judgement of 21
June 1988, a new VAT regime will apply to
non-residential construction and property
develo Landlords will be given the
option tax rent from non-residential
buildings? AT at the standard rate will
be applied

news serv1<3s (but not newspapers);

- protective boots and helmets supplied
to employers;

- fuel and power supgi§§> o businesses;
and //,\>

- water and sewerage se\ ‘%§>supplied
to industry. <§§§?\
%

e T
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certain types of advertising and medical
sterilising equipment. Cars leased to the
disabled will be relieved of car tax.

Vs | BUDGET SECRET NOT TO BE COPIED
@ BUDGAEIELIS.;E‘ O:"\flai"YeT‘ for charities will be
(."' extended to charity fund-raising events,

Exc

4. 34 The duty on unleaded petrol will be

reduced by the equivalent 0fA§us%-0¥€E=%§~e
-gallea—treerty—ipma—tiere) including VAT.

A higher rate of duty will be introduced on
2 and 3 star petrol. This will add 5p a
gallon (just over 1lp a litre) including VAT

to the tax charged on these grades.

ITV levy 4.35 From 1 January 1990, the additional
<%§;i> payments made by ITV programme contractors
111 be assessed on a mixture of net
rtlslng revenue and profits.
Tax administration 4.36 In the 1light of recommendations by

the Keith Committee, changes will be made:

tate the system of monetary
englties for tax offences;
( UXQW%W(
[ﬁfe?flAMA n [ to moderni the powers of the Inland
frJ‘eJ Revenue (é::%tain information;
gﬂuﬁJ S
k@nxz &

to improve compliance by employers.

Tax confidentiality 4.37 Criminal sanctions will be provided
against unlawful dlSCleMIe af information
relating to -an—=iéeasf¥§gb&e taxpayer by
employees  or former em loyees of the
revente=departRents Amku%j?fﬂ\@ﬂqu ar
Cuhivm 5 [En,p </3<\>)

p9
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4.38 From [1] October, changes are
proposed to the structure of national

insurance. [én&ess-—Uthé!ﬂtsa==ﬁﬂmﬁgatr—ﬂﬁmy—-

4.39 The £70 and £105 a week earnings
limits for Class 1 national insurance

contributions are due to rise to £75 and

1989, for employees only, the{£75 limit will

T e <§g§b £115 from April 1989. From [1] October_

Bgéome a thre
between £

for those

. // .
will femain

=
N

4%
-
e
g

~

: S
cenimge bt of i AT
Mf7u/ 0 L %, [ harso .40 Th~€%§§§; earnings limit of £305 a

to rise to £325 a week from
April 1989.

/7 om~\[xXx] October, the upper
M\fy‘u/\?@ W L/’v& Lont/rwﬁ earnings lim' 11 be raised to £355 a
£ PEUNC 0, b2 ‘ o

LA&&JKAAX—(JWIRiW£aMo»jZ J 4.41 From x October the rule whereby state

retirement pensioners earning more than £75

a week have their pen

féﬂ4h47wif’é%un4ﬁzk?ﬁ2Alﬁ those earning over f£1

St pension abated entirely,

reduced, and
ek have their
abolished.
S ﬂzﬁagic
expenditure cost of abolition e/\EIZS
million in 1989-90 and £250 ion in

1990-91. Heﬁena;,.zhea cost wil me
from the Reserve i /\lS

=gl
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@ BUDGET NLY uded in Table 4.1, [It
V is estimate at tax and ben f1 s
<iii> eéxchequer will £30 &1 14
89-90 and g£75-million in 0-91.]

<§§i§§ 4.42 Theas hanges will be included in the

/ Social Security Bill now before Parliament.
T

)
A

| s

Fondnd WMZQ e T b
./ Qa,dfll%ﬁ””’“’)d ,/ Tt e Aglensa itk crein v, “

/

3 YL '\ rvemne ot cll MU /"‘\W
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\\\\:‘9 td la small revenue
\&:;;> yield.

<:jj> 21 Legislation will be introduced to make clear
<§E§b the amount of UK tax that is deductible from
<§§i§§ UK tax credits to which non-residents may be
C;;>$ entitled under a double taxation convention.
< This measure will prevent a potential

Exchequer loss of about £15 million a year.

| Income tax amd| corporation tax
| %
22 \Sg%éﬁ:\ January 1990, the rules for taxing

/ >
l%§§2§s§?rance companies will be changed:

) —
ﬁégé%?gw relief for the expenses of pen-
\ \ \,
siop, gemeral annuity and other life as-
suraﬁé€‘$>business only against their

respective profits;

to spread the relief for the costs of
acquiring n siness (other than pen-

sion and gene uity business) over

a

s

ject to transitional ar-
first four ears to

7 N Y

phase out the pre@éﬁﬁ)immediate relief;

and s

seven years,

rangements in th

o

to reduce the corporation tax rate on
income and capital gains allowable to
policyholders to 25 per cent. /:b
@ /Q\\
The yield in 1990-91 and the immedi 1 fol-
lowing years 1is reduced by the \fégigsed
transitional arrangements, and by the ‘%?EEXT
forward of wunrelieved expenses from St
: ' —torpenl Rt 85

>( years. ' g -
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industry, particularly in the level of new

’\\Q/\ /
\?iifj>duovtmuww— business, and is therefore highly uncertain.

;é§§§§g3 The apportionment rules for close companies

will be abolished. A higher rate of corpora-

é%:tqé}to the higher rate of income

40 per cent will be introduced for

tion ta
of
close investment companies which distribute

tax

less than a specified percentage of their

Q!Siérofits. A close investment company will no
er get tax relief for interest payments,
s \,

=
i
e would have been deductible if paid by
an idual.
S

24 The lquzééiion relating to capital allow-
o

ances safety expenditure at sports

payments or management expenses unless

grounds will be amended from 1 January 1989
to take account of the extension of safety
certificate requirements to regulated stands
at undesignated s grounds. Minor amend-
ments will be made £ he capital allowances

legislation to corréet defects and anomalies

in advance of the /SO lidation of that
legislation. (<ij2)
: ; Q :
25 The period for which relief may be available

for business expenditure incurred before a
trade begins will be increased from three to
1 will

amount

five years. The cost of this prop

take some years to build up and
of tens of millions of pounds.

@
26 Subject to consultation, the requiremég;;;ﬁ\f

the scheme for subcontractors i;iS, &
construction industry will be reduced, <§§§>%§\
N
A L
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period of years, leading to
tion of automatic penaltie
filing (but not before 1995
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BYDRGET LIST O Y gradually over a

the introduc-
s for all late

).

The effec: on revenue in subsequent years is

expected to be small.

From Budget day the existing corporate deep

discount legislation in Schedul
will be widened to include non

<§§§@iscounted securities issued by

5

iscount will be taxed as

\é;éﬁii(i
é§g$$g«\or shortfall will be

7 \

~—

31

Corporation Tax

32

b
capigiglgein or loss unless the

e 4 ICTA 1988
-variable deep
non-corporate

owers. On a sale or redemption the ac-

income. Any
taxed as a
security is

exempL £ capital gains tax as a qualifying
corpofﬁxe/iégnd. Where deep discounted

securitiés have variable featur

precise accrued discount at a

es so that the
ny particular

time cannot be determined in advance (includ-

ing certain index linked bonds)

, the whole of

the wuplift bet \ cost price and sale or

redemption price di/ipe taxed as income.
The eventual yief1§§?1ggfi]uncertain but is

estimated at around O/mii%lon
o)

; SmL
A tax charge will be 1mpo%§d on
on gains when they switch hold

offshore fund.

The profits limit for the sma
corporation tax rate of 25

financial year 1989 will be
£100,000 to £150,000 and t

PR | O
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Criminal sanctions will be provided against

unlawful disclosure of information relating
to an identifiable taxpayer by employees or
former employees of revenue departments.

Insurance Contributions

From 1 October 1989, the £75 earnings limit
for Class 1 employee contributions will be
turned into a threshold and the 7 per cent
E Ployee band between £75 and £115 will be

<?§§§%ished.

o
> \
ﬁ;om October 1989, the Upper Earnings Limit
wikIAN increased from £325 to £355 a week.
The ﬁ;§é§§$£ million) breaks down as follows:

\ >‘”\
s/&
ek 1989-90 1990-91
Employees +110 +350
Employers -40 -120
Total +70 +230

//
Negative yield ﬁgzggémployers reflects higher

contracted out q}sy '1990-91 costing

P
reflects higher coré%?ation tax yield.
\")/. s
LN
LY,
N
—

B o

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE COPIED

NOT TO BE COPIED



BUDGET SECRET
cory NO. 2V OF 32 COPIES

FROM: J. ANSON
24th February, 1989.

CHANCELLOR

c.c. Chief Secretary
Financial Secretary
Paymaster General
Economic Secretary
Sir P. Middleton
Sir T. Burns
Mr. Wicks
Mr. Scholar
Mr. Culpin
Mrs. Lomax
Mr. Sedgwick
Mr. Riley
Mrs. Butler
Mr. S. Davies
Mr. Gilhooly
Mr. Mowl

Sir Anthony Battishill
Mr. Beighton

Mr. Isaac

Mr. Painter

Mr. Calder

Mr. Unwin
Mr. Jefferson-Smith

FSBR CHAPTER 1

Mr. Riley's submission of 23rd February offers 4 variants
of Table 1.1. Could I cast my vote for variant 1 or 3. T
an item is important enough to be shown in this table I think
we have to show its cost and not just a row of "dots. In that
case, given that it would be misleading to add it to the other
items, it is better to put it below the 1line as proposed in

variants| itter 3.

~

J. ANSON
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FROM: MRS R LOMAX ™ 2
DATE: 27 FEBRUARY 1989 (P 1

MR ANSON (s{oik Mr Mowl
Mr Gieve
Mrs Butler
Mr MacAuslan

FSBR TABLE 1.2

You will have seen Mr Gieve's suggestion that the expenditure
figures in Table 1.2 be put on functional rather than a
departmental basis. We in GEP do not like this. For one thing,
we could not provide an up-to-date estimate of this year's outturn
on a functional basis. For another, we could not follow this
approach next year (since we will not be able to provide plans for
the new planning total on a meaningful functional basis). More
generally,, the key focus in both Estimates and the Public
Expenditure White Paper is on the departmental presentation, and
we think it would be confusing to provide figures on a different
basis in the FSBR. And because of all this it is surely simpler
for briefing purposes too - quick questions can be referred direct
to Departments.

2. As for the misleading heading to Table 1.2, that 1is easily
remedied by adding the words "by department" after (or under)
expenditure.

m/.s lom;« «u c:t fejm
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FROM: MRS R LOMAX
DATE: 27 FEBRUARY 1989

ON (eiai] Mr Mowl
Mr Gieve
Mrs Butler
Mr MacAuslan

FSBR TABLE 1.2

You will have seen Mr Gieve's suggestion that the expenditure
figures in Table 1.2 be put on functional rather than a
departmental basis. We in GEP do not like this. For one thing,
we could not provide an up-to-date estimate of this year's outturn
on a functional basis. For another, we could not follow this
approach next year (since we will not be able to provide plans for
the new planning total on a meaningful functional basis). More
generally,, the key focus in both Estimates and the Public
Expenditure White Paper is on the departmental presentation, and
we think it would be confusing to provide figures on a different
basis in the FSBR. And because of all this it is surely simpler
for briefing purposes too - quick questions can be referred direct
to Departments.

2% As for the misleading heading to Table 1.2, that is easily
remedied by adding the words "by department" after (or under)
expenditure.

ce s .
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FROM: J GIEVE
DATE: 27 FEBRUARY 1989

MR MOWL ce Chancellor
: Chief Secretary
Mr Anson
Mrs Lomax
Ms Simpson

FSBR TABLE 1.2

I like the new format of Table 1.2 but I think it would be further
improved if the expenditure figures were on a functional rather
than a departmental basis ie that the social security figure was
the total cost of social security in the UK rather than the DHSS
budget, that health showed the total cost of the NHS rather than
expenditure on health and personal social services in England and
so on. At present the headings are misleading not only on those
point but, for example, in suggesting that total spending in
Scotland is £8.5 billion. While there are good grounds of
accountability for organising our Estimates and other public
expenditure publications by department, I think the functional
analysis gives a clearer picture of 'what the money is spent on'

for FSBR purposes.

2. The necessary figures are set out in Table 21.1.7 of the
Public Expenditure White Paper. To keep the same number of lines,
you might substitute Law and Order, Transport, Housing and
Environment, Industry etc, and Overseas for the lines presently
given to Home Office, Transport, Scotland, Wales, and Northern
Ireland. There would be a consequential amendment to para 610.

Ja. Cin

JOHN GIEVE
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FROM: A C ALLAN
DATE: 27 February 1989
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RILEY cc PS/Chief Secretary
PS/Financial Secretary
PS/Paymaster General

<é§§b PS/Economic Secretary
4 Sir P Middleton
C§§>> Sir T Burns

Mr Anson

Mr Wicks

Mr Scholar
Mr Culpin
Mrs Lomax
Mr Sedgwick
Mrs Butler
Mr S Davies
Mr Gilhooly
Mr Mowl

Mr Macpherson

Qi?i) Miss Simpso
Miss ce
i Chaplin

Sir A Battishill - IR
Mr Beighton - IR

Mr Isaac - IR

Mr Painter - IR

Mr Calder - IR

Mr Unwin - C&E

Mr

Jefferson Smith - C&E
.

The Chancellor was grateful for your C>%f:>r of 23 February. I

attach a copy of the draft with his comments marked.
&

FSBR CHAPTER 1

. He would prefer to use Varient 2 of the four versions of
Table 1.1: he noted Mr Anson's vote, but felt that including
limit in the
that in to
he (gross)

figures for the abolition of the pensioners' earni
table provided too great a temptation to others
produce a spurious total. He does, however, feel
public expenditure cost should be shown in the footn

A C S ALLAN
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)

ter> 1 The Budget

1.01. The objective of the Government's
economic policy is to defeat inflation and
to maintain a vigorous and enterprising

economy, with sustained growth of output
Q!g;b and increased employment.
<

Nééjgg; 1.02. The Financial Statement and Budget
eport (FSBR) supplements the Chancellor's

get Statement. It presents the Medium
Financial Strategy (MTFS); describes
developments in the economy over the past
year; provides forecasts to mid-1990; sets
out the tax proposals in the Budget;

summarise the Government's spending
plans; §§§;Sives forecasts for the public
or

finances v%//ﬁhe year ahead.

N\

S
<side> The Medium Term Financial Straég;;5>

o

1.03. Chapter 2 describes the MTFS, which
provides the framework for the
Government's economi¢; 'vpolicy. The
objectives of the MTFS\:and‘ the central
role of monetary policy )ha§e\ remained
unchanged throughout the 1980s, ~a period
of substantial economié?34§é§
Monetary policy is designed to -
/>C the growth of money GDP over t

gress.

oasi

term, so bringing down inflation. Crt is

BUDGET SECRET NOT TO BE COPIED
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A E;andEe%%d<ﬂEEE}a—a=§6§Hd—fisca%—ér&mewef£k
)Qi&;gj \ijin this year's MTF? a 4gradual return to

budeget A balance%Als projected over the
yw7JU° ik medium term, with both taxes and public
“1gg,gﬁ expenditure declining as a share of GDP.

-110}) The MTFS is complemented by policies
designed to improve the working of markets

and the supply performance of the economy.

<side> The ecQ§§é§>
Ci;:> .04. Chapter 3 describes the main

velopments in the economy in 1988 and
prospect til mid-1990. In recent
\ Etoriemece

devedepments have been increasingly
difficult to interpret because of

X
~
(1)
3]
H
0]

inconsistencies within the national and

sectoral accounts; adjusted figures that

reduce /£ dse 1inconsistencies are used

throughouf t FSBR. The economy grew
strongly ain 1in 1988, with the largest
fall in unemp t since the war. GDP
is forecast /grow by a further 2% per

——— cent in 1989, theweh {growth through the

///// yearz i — Inflation

shoeuld)\be on a downward trend assses in the
\ second half of 1989.

ez @@@
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<side> Tax and N&

1:05. Chapter

sets out the tax and

proposals in  the

Budget. They 1ncludg< indexation of the

stamp duty on

<é§%§%§§ National Insurance

main income tax allowances, abolition of
shares, improvements to

personal equity plans and employee share

schemes, reform of the taxation of life }

assurance, pensions,

to

@i measures

and wunit trusts,

promote unleaded petrol,

earnings rule for pensioners. The

asures are summarised in table 1.1.

<side> Public expenditure

1.06. pter

summarises the

Governme c;§49pending plans, as set out in
the publi \§?penditure White Paper. This

chapter alspo
of the outtur

ides the latest estimate
the public expenditure

planning total iy 1988-89.

1 BUDGET SECRET
1 BUDGET LIST ONLY
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<side> Public sec

:ii 1.07' Chapter 6 presents the complete
financial picture for the public sector.
<§§g§§g The public sector debt repayment is

|
; BUDGET SECRET | NOT TO BE COPIED

forecast to be [£14 billion] in 1988-89.

A further debt repayment of [£12 billion]

is forecast for 1989-90, equivalent to £7

billion net of privatisation proceeds, the

same as in 1988-89. The forecast takes

<§§§b account of the measures in the Budget
<§§i§§ which are expected to reduce taxation and
National Insurance contributions by

Qi§3> £1.9 billion, after adjusting for the net
Cig:> ost of indexing direct and indirect tax

tes and allowances. Table 1.2 shows the

components of general government
receipts and expenditures.

BUDGET SECRET NOT TO BE COPIED
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£ million yield (+)/cost (-)
1989-90 1990-91
Changes fram Changes fram Changes fram
/\ a non-indexed an indexed an indexed
base base base
|
g xﬁ\
e >N
personal owances and basic
rate limit indexed -1465 - -
car benefit scales increased + 90 + 90 + 110
Schedule E put on receipts /”47 le
basis - 60 - 60 - 80 ( W

Excise duties
petrol, derv etc - - 545 - 580
duty on unleaded petro

reduced, surcharge a
to 2 star petrol

vehicle excise duty @ + 40
tobacco @

30 - 75
150 - 170

|
LI I B |
N
w
wm
|
N
wn
o

| alcohol @ - 255 - 280
| Value Added Tax \
i non- domestic construction etc 5 + 315 + 540
\ bad debt relief, refomm
of registration rules etc - 105 - 105 - 270
‘ Stamp duty on shares abolished 4410 * 410 - 900
f Life assurance businesses'
\ tax regime reformed - 20 - 20 + 45
| O
N

Vo e—
|\ Corporation Tax S/ Y
"1 small campanies' rate e
: threshold increased . = “m i G
! e O =40 + (S
| Other tax changes O - 38 T
£Mticm"i£&£& Contributions - 860 - g0 2400
Pensioners' earnings limit abolished? o s TR (Rx ¥e
Total ~2160 -1885  \J)”14370
S % O Y
- These measures, and the basis of the costings shown, are described u@ il

in chapter 4.

J}fZS‘Om

T

- Public expenditure cost;\ will be met fram the Reserve. See Chapter 5. <<\> \/\\%
b TS
A
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. BUDCTOESL’#"ST COPY NO. [ OF 30 ;

FROM: A C S ALLAN ’P/

DATE: 27 February 1989 |/

MR MOWL cc PS/Chief Secretary
PS/Financial Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton
Sir T Burns
Mr Anson
Mr Wicks
Mr Scholar
Mr Sedgwick
Mr Riley
Mr Culpin
Mrs Lomax
Mr S J Davies
Mr Hibberd
Mrs R Butler
Mr Pickford
Mr Gieve
Mr Patterson
Mrs Wright
Mrs Todd
Miss Simpson
Mrs Chaplin
Mr Tyrie
Mr Call

Mr Calder - IR
Mr Vernon - C&E

FSBR TABLE 1.2 AND CHAPTER 6

The Chancellor was grateful for your minute of 22 February and the
ol draft of Chapter 6, which he thought read well, I attach a copy
of the draft with his comments marked.

2 He had several comments on the charts:

(i) he is content for the charts showing the GGE ratio and

non-oil tax burden to start in 1978-79;

(ii) in Chart 6.1 he would prefer the non-oil line unbroken

and the total line broken;

Bj;ﬁifwﬁ CRET
ONC

Bupger L(S 7



(iii)

(iv)

(V)

r muz w» «-,_,, f-‘rmrtm o BRy
oy, phus L E
il ﬁli‘ﬂ m 2§ X Soa

BUDG—ET LUT onLY

he would prefer Chart 6.3 (on debt interest payments)

redone as a percentage of GDP;

he would like Chart 6.4 (on sectoral borrowing
requirements) redone: it should be turned upside down,
so that repayments are shown above the 1line and
borrowings below it; the overall PSBR column should be
dropped; the area above the 1line should be labelled
"Repayment" and that below the line labelled "Borrowing";

he would like Charts 6.5 and 6.6 omitted; but he would
1ike to reinstate the equivalent of 1last year's

Chart 6.2.
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{ ° 1.2 The finances of the Publi¢ Scc@(JDGET SECRET NOT TO BE COPIED
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1988-89 1989-90 1988-89 1989-90
1988 Latest Forecast 1988 Latest Forecast
estimate >< M@@estmate
EXPENDITURE
Social security 48.5 47.4 51.0
42.1 43.5 47.1 Health 20.7 21.8 23.2
19.8 18.8 2220 Defence 19.2 19.0 20.1
1.2 1.3 153 Education and science 18.0 18.4 19.6
2.0 2.4 2:1: Home office and legal
1.0 1 Ll departments 7.0 7.2 8.0
2.0 238 2.6 Transport 5.1 4.8 5.4
68.0 69.4 76.1 Scotland 8.5 8.7 9.0
| Customs and Excise: Wales 3.5 3.6 3.8
| Value added tax 26.2 27.5 29.8 Northern Ireland 5.1 5.6 5.5
| Petrol, derv duties etc 8.4 8.7 8.7 Other departments 22.8 21.7 23.1
Tobacco duties 5.0 5.1 5.1 Privatisation proceeds -5.0 -7.0 -5.0
Alcohol duties 4.6 4.7 Reserve 455 - 3.5
Betting and gaming duties 0.9 0.9 Public expenditure
Car tax 1.4 1.4 planning total 156.9 151.1 167.1
Custams duties 157 1.8
Agricultural levies 0. @g 0.1
Total Custams and Excise 47.9 4 52.5
Vehicle excise duties 2.8 <§> 2.9
Oil royalties 0.6 0 0.6
Gas levy 4 0.4 -'Q 0.4
Local authority rates 19.0 188 20.4 General government
Other taxes and royalties 245 .8 gross debt interest 17.5 18.2 16.6
Total taxes and royalties  141.2 144.8 7 Other adjustments 8.6 9.2 9.5
National insurance and
other contributions 31.6 32.8 34.6
Interest and dividends 5.6 6.6 6.7
Gross trading surpluses
and rent 3.5 3.3 3.5
Other receipts 2.9 353 303 A
General Government Government
Receipts 184.9 190.8 203.7 iture 183.0 178.5  193.2
2
Receipts, expenditure and debt repayment <
S priTin
1988 89 / 1989-90
)( m Latest estimate Forecast
General government receipts 184.9 190.8 203.7 ¢
General government expenditure 183.0 178.5 193.2
General government debt repayment 2.0 ; 10.5
Public corporations' market and overseas debt repayment 1,2 3 1.5
Public sector debt repayment 3.2 \:I:l".j)Y,\\\> 12.0 |
1 In this and other tables constituent items may not add up to totals because of
)( 3 Includes advance corporation tax (net of repayments): 5.3 6.0
- also includes North Sea corporation tax after ACT set off and corporation tax on g
4 In this and other tables commmity charge receipts, are included with local authority
n SCCM
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6.01. This chapter brings together revenue and spending and
@ provides an analysis and forecast of the public sector's
@ overall financial position in 1989-90, together with some
% explanation of the main differences between estimated outturn
in 1988-89 and last year's forecast.

na --;;:?‘g‘m!'"’:. EC ; - CI—PS '; -he=PSDR - eyssdogeliy «;- ‘

o 33 oR procced: Bafr, public sector nﬁ' ial deﬁel"{‘{””u
(RSEB) a ‘.‘A»- eral government financial i :

in substantial surplus.

6.03 The forecast is for a further substantial PSDR of around

£12 billion in 1989-90«)\ Excluding privatisation proceeds the
PSDR is forecast @ same in 1989-90 as in 1988-89.

<o
Table 6.1 Public sector debt repayment %
o
o
£ billion as per cent of GDP
1987-88\0/19%8-89 1989-90
Outturn 1988 Latest
Budget estimate Eraanats
Public sector debt repayment
£ billion 3 o2 14.0 12.0
as per cent of GDP % 3 2%

5

%

PSIR excluding privatisation proceeds

£ billion -1.6 —1.8 7.0
=X

7.0
as per cent of GDP - X /\{ii 1
% -

2

over

50 per cent of money GDP in 1979 to 38% per c €171 billion)

X at the end of 1967-68. It is #8554 to be
A E[157] billion,A [31%] per cent of GDP, at the end -89/
— There should be a further large fall in 1989-90, in

nominal terms and as a percentage of GDP.

el TR
e X9
' / BUDGET SECRET NOT TO BE COPIED
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6.05 The PSDR in 1988-89 is now estimated to be nearly

£11 billion higher than forecast in last year's Budget. As
table 6.2 shows the higher net repayment comes roughly equally
from higher receipts amm;rg\(see table 1.2 for a
detailed camparison of the camponents). Much of the extra
receipts reflects the higher than forecast growth of money GDP.

social security and improved finances of public
rations.

'gherg::owthhz‘%b(%ﬁtributedtotlelmverthanfo t
@pﬂ.diture , primarily through lower gaug@%%&m]

Table 6.2 (J'langastoxmeipt@aﬂimreamidebtrepaynmttsin:els88ml

o
/ﬁk ¢ billion
SN

N

1987-88 1988-89
Receipts ) ! X ;
Taxes, royalties and national insur contributions —+20.8 @ 4.8
Other receipts ~=0.7 Ll
Total —-0.2 —+ 5.9

N =
Expenditure
Privatisation proceeds =0.1 -2.0
Other general government Q) - .2 -2.4
Public corporations' market and overseas financ <> -0.4 -0.6
Total { -0.3 =5.0
PSIR . T e (0.8

P

+ higher receipts, # higher e:<penditux7{\ or /“?&@WJ ?f

- lower receipts or lower expenditure.

S
6.06. The main contributors to the higher than expected
receipts are income tax (£1% billion), national insurance
contributions (£1 billion), VAT (£1% billion) and interest

receipts (£1 billion). The first two 1 reflect higher
total wages and salaries. Higher VAT the result
of faster growth of consumer spending in a change in
its composition towards those goods and s ich are
subject to VAT. 665
(@\%
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<section> Public sector's finances: analysis by

<side> Receipts

BUDGET LIST ONLY
6.07. Corporation tax receipts again rose strongly in 1988-89
but not by as much as forecast. Within the total, advance
corporation tax (ACT) receipts were higher than forecast,
reflecting high dividend payments in 1988, but other
corporation tax recelpts rose much less than expected. The

— latter is likely to be mainly the result ofand

higher investment in 1987 than shown by the recorded figures
available at the time of the last Budget.

iture excludmg privatisation proceeds[is
than forecast, largely as a result of lower|tisan

6.09. Theﬁ: sector's finances can be analysed in a number
of different ways: by type or activity, by sector and by
economic category. The rest of this chapter sets out these
three analyses in detail.

6.10. Table 1.2 analyses ic sector's finances by type
or activity. The main receipt%of general government (ie.
central plus local government) are grouped according to the
kind of activity which gives rise to them, while spending is
shown by department, asinChapterSandinthepublic

expenditure White Paper.

& /\\
6.11. General govermment receipts are estima@ risen
by 9% to 10 per cent in 1988-89, just below the of money
GDP. They are forecast to rise by 6%-7 per cent 90, a

little less than the forecast growth of money GDP.

BUDGET SECRET NOT TO BE COPIED
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6.12. North Sea revenues are forecast to fall by 15 per cent

%@ in 1989-90, mainly the delayed effect on corporation tax of

falling profits in earlier years. Oil production is expected
to be lower in 1989 than in 1988, due mainly to the continued
effect of the Piper Alpha disaster and accidents in the Fulmar
and 3rent fields. The forecast assumes that North Sea oil
prices will remain close to recent levels. PRT receipts are
forecast to be the same in 1989-90 as in 1988-89 despite the
projected fall in production because there were repayments of
advance PRT in 1988-89 and none are forecast for 1989-90. (A1

(D
18

Table 6.3 North Sea revermes

£ billion
1987-88 1988-89 1989-90
Outturn 1988 Latest Forecast
. Budget Estimate
North Sea corporationztaxl 1. <>© 1.5 1.3 0.8
Petroleum revenue tax 2.3 o2 1.3 143
0il royalties 1.0 o%é.s 0.6 0.6
R
Total North Sea reverues 4.7 O @ 3.2 2.7
1 S
> before ACT set off of: 0.7 0.8 0.8 0.5
includes advance petroleum revenue tax
6.13. Excluding North Sea revenues gener: t receipts
rose by over 10% per cent in 1988-89 recast to rise
/(’ , ,bypabout 7 per cent in 1989-90. Within all increase
for 1989-90 there is:

an8percentincreaseinimmetaxrec<@6<)>@
22
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@ BUD Gk Feht SHc:8R_RH M npn-oil corporation tax, with
‘ ACT growing more slowly than the rest;

an 8 per cent increase in VAT, a little less than the
/\  increase in consumers' expenditurr'-:‘)reflecting relatively

@@% slow growth OfW subject to VAT;

little change in At}éwt;‘mise duties on petrol, tobacco and
alcohol; |f i
“che Bedget];

an 8 per cent increase in local authorities' net receipts

% of rates@m community cna:q%‘ G ,Q,,M

5% per cent increase in national insurance
c ibutions, after allowing for the reforms to

' contributions announced in the Budget.

<side> Taxes as a share of GDP t,tJ
6.14. Table 6.4 sMwsAtaxes (&
cba:zgo—)vland national insurarie contributions (NICs) as a
perce_n—t':age of GDP. Both the total and non-oil percentages are
estimated to have fallem in 1988-89, by about % percentage
point in each case, with a forecast of no change in
last year's Budget. e payments lags in the tax system
a fall in the ( likely when there is a pick-up in
the growth of money GDP. “§g , such as mainstream
corporation tax, are paid --n@ after the period for which
the liability is incurred. For over 20 per cent of total tax
receipts the payments lags % year or longer; receipts of
)( ﬂmesetax&sareﬂlerefore'm%changes in GDP in the
same year. With other taxes, stamp duty for example, there is

a variable relationship between changes i tax base and

changes in money GDP. §

6.15. The forecast is for non-oil taxes and be the

same as a percentage of money GDP in 1989-90 as -89.

Jeal fiscal drag - the tendency for average tax r rise
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~Badge_t3 With the projected fall in North Sea revenues in
1989-90, total taxes and NICs are forecast to fall slightly as

a percentage of GDP,E—%Z

Table 6.4 Taxes and national insurance contributions as a percentage of GDP

1983-84 1984-85 1985-86 1986-87 1987-88 1988-89  1989-90
Latest Forecast

A fr\{) estimate
Total tares and NICs as 0 38.5 39.1 38.5 38.1 37.9 37.4 37,2
)< share of cotal [memey] GDP
Non-oil taxes and NICs as a @7 37.8 37.1 37.6 & 37.3 373
)( share of non-oil@ng? GDP %\

2

Chart 6.1 Taxes and national insurance contributions

B9l
38R=

3TN

3=

34 -

Percent of GDP

P

No il taxes and NICs

as a perceng! @ oil GDP
—1 36

Pvc#cr non-od lune >
Unbvien and B0 line i i3
(/’YD’&’/}'\ — 34

| | I | | S0 6 Q@A | 1

33
1978-79  1979-80  1980-81

<side> Expenditure

33
1981-82 1982-83 1983-84 1984-85 1985-86 1986-87 88-89  1989-90
forecast

6.16. General government expenditure (GGE) excl
privatisation proceeds is now estimated to have inc
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b RG & LikS1bs® ) ¥nd |is forecast to rise by nearly
7 per cent in 1989-90, below the growth of money GDP in both
years. The ratio of GGE excluding privatisation proceeds to
money @P;%herefore fallg in both years as illustrated in chart

Chart 6.2 General government expenditure 4

Percent of GDP

1 | I 4\ | ! | | 36

1981-82 1982-83 198384 M%&s-ss 1986-87 1987-88  1988-89  1989-90

O forecast
©
&
6.17. Within GGE, gross debt interest payments rose in cash
terms in 1988-89 partly because of higher interest rates and

inflation (which raises the cost of servicing indexed debt).

Net debt repayment reduces interest pa other things

being equal, but not immediately; and f the rise in
the foreign exchange reserves and other s assets in
1987-88 and early 1988-89 some of the eff through
initially as higher interest receipts. In dividend

receipts rose by £% billion in 1988-89, despite‘a in the
dividend element following the sale of the
remaining shareholding in BP.
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6.18.

Gross debt interest payments are forecast to fall

substantially in 1989-90, against a background of no change in

interest and dividend receipts.

eral government debt interest payments

20
N £ billion
186= — 18
F (;/I._’Q rt '540 4R

if ‘/.Z 04 @P Gross debt interest qe
14 ) - 14
12 ) 12
10 - @Net debt interest _ ~ - - 10
4 -~ % -4
o L 1 ! I | ! I ! ! I l Llg
1978-79  1979-80  1980-81  1981-82  1982-83  1983-84 1984-85 1985-86 1986-87 1987-88  1988-89  1989-90

<section> Public sector's finances: analysis

6.19. Table 6.5 shows net

Table 6.5 Public sector borrowing requirement

£ billion

1987-88 1988-89
Qutturnns m Latest estimate

Central

i on own account

1 government

2 Iocal authority borrowing from central government
3 Local authority borrowing from market and overseas
4 Total local authority borrowing

5 Public corporations' borrowing from central government
6 Public corporations' borrowing from market and overseas

A ey
-3.2 N Q\-13.7
W5
-2. -3.9
8
7

7 Total public corporations' borrowing -1. %

8 Public sector borrowing requirement -3.5 —I&. 00 .
Central government borrowing requirement S
(lines 1+2+5) 0.9 5
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% repayment of £15.5 billion, was substantially
same period of 1987-88, both hlcl:%%.ir.ng and excluding
i .
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6.20. The BG8R in the first ten months of 1988-89,

privatisation proceeds. The ﬁnger part of the redueedon was
< central government own account,isemeessin -

G e

c S, 1o G — AT ] = oS —

to accqunt further privatisation

Ahandasb-yger. ¢ Taking i 2 )
proc . OE about £1 billiox}\and the well established pattern

of t borrowing in , the forecast for 1988-89 as
a whole is a public sector net/\xepaynent of £14 billion,@-

—— . ar=

15

-1 10

0
-1-5
-1 -10
PCBR LABR
O] coero)  \WASR - -15
l 1 L ! L 20
1984-85 1985-86 1986-87 1987-88 1988-89
1. including privatisation proceeds esl:t:aittc
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6.22. Central government expenditure in table 6.6 includes
grants and subsidies to local authorities and public
corporations (including nationalised industries), which are

g BUDGET SECRET NOT TO BE COPIED

included in the receipts of those sectors, shown in Table 6.7

is mainly the result of a lower level of privatisation
proceeds.

@2 and 6.8. The forecast large rise in 1989-90 in net lending etc

[/’Lo MMW\ ﬁﬁd/‘dyg

Table 6.6 Central government transactions

@5 £ billion
@ 1987-88 1988-89 1989-90

Outturn Latest Forecast
estimate

\
R
Receipts @<~>>
Taxes and royalties @\ 115.8 125.9 135.3

National insurance and other contr 10 29.0 32.8 34.6

Other 10.4 11.4 10.8

Total receipts " 155.1 170.1 180.6

Expenditure

Current expenditure on goods and services 52.5 56.8 b1.5

Current grants and subsidies 80.5 80.0 86.2

Interest 1 17.2 17.6 16.2

Net lending™, capital expenditure, and cash

expenditure on company securities PN 2.0 4.8,
Total expenditure J51.8 ) 156.4 168.7

! Excluding lending to local authorities and public rations.

2

N,
Consolidated Fund revenues M{ 135.5 141.2
TPO
(o)

Excluding any allocation from the Reserve.

<side> ILocal authorities &
6.23. Local authority receipts consist primarily of rate
income plus grants from central government. The forecast
increase in rate income (net of rate rebates) between 1988-89
‘tion about rate

decisions by local authorities and additieps td\rateable value.

The forecast of receipts is consistent wi

authority to the private sector.

BUDGET LIST ONLY
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6.24. As chart 6.5 shows the sharp rise in the local authority
borrowing requirement (LABR) in 1983-84 and 1984-85 was the
@ result of rising net capital expenditure and a falling current
surplus. The subsequent reduction in borrowing is partly
associated with rising capital receipts which have reduced net
capital spending. From information a%ab about the first
ten months it looks as if @(LABR)will be rather lower in
1988-89 than in 1987-88, [aged#] partly due to lower net capital

SPer\ding)-aoa,mea’i‘WWM,

£ billion

1987-88 1988-89 1989-9

Outturn Latest Forecast

\> N
Receipts x
Rates and cammunity charge 17.0 18.9 20.4
Rate and revenue support grant 12:5 12.7 13.0
Other grants from central government 12.0 1232 129
Other 5.4 5.9 7.0
Total receipts 46.9 49.7 53.3
iture :
Current expenditure on goods and services 34.6 36.4 37.0
Current grants and subsidies 5.5 6.0 6.8
Interest 4.4 4.7 4.8
Net lending and capital expenditure ~ 2.6 3.3 2.5,
Total expenditure < -48.1 50.4 51.0
% Net of rate rebates: \\01 1.6 1.6
Excluding any allocation from the Reserve.
o
%
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x 2 £ billion
Cletent surplus2 g& Net capital expenditure D Othy - LABR

§
\ \ ; N
: /§ o N \ 5
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1982-83 1983-84 1984-85 1985-8 1986-87 1987-88 1988-89
1. on a nationg¥accounts basis latest
2. current spfplus reduces LABR and is therefore shown as negati estimate
3. mainlyalancing item
, S (
<side> Public corporations <o
6.25. Table 6.8 shows publ rations' transactions. The

public corporations' receipts .bnclude subsidies and capital
grants from central and local government. Changes in public
corporations' income and expenditure from one year to another
are affected by privatisations which involve re-classifying
privatised industries from the public tg ‘ private sector in
the national accounts. For example theent increase in
gross trading surplus in 1988-89 would \‘;a larger had
British Steel not been excluded, following I¥s priyatisation »

A
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e 6.8 Public corporations' transactions

£ billion
1987-88 1988-89 1989-90
/‘\ Outturn Latest Forecast
) estimate
\) vV
Rereipts
Gross tra 5p{us (including subsidies) 6.8 7.6 8.1
Other A 2.4 2.0 2.6
Total receipts 9.2 9.6 10.7
iture
Interest, dividends and taxes on incame 31 3.3 3.6
Net lending and capital expenditure 4.5 5.4 5.8l
Total expenditure 7.6 8.6 9.4
Public corporations' CO@I‘CLOH to planning total:
nationalised industri finance 0.3 0.4 0.0
other public corporatio 0.5 0.6 0.9

e

om |

ioh to the planning total and the PCBR

>

4

PCs’ contribution to planning total

o L | L | | | I | | Ll 5
1978-79 1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 196@\&\ 1987-88 1988-89
QJ/\ )) latest
b V 5
) estimate

<section> Public sector's finances: analysis by econamic category

6.26. The full analysis of receipts

economic category is shown in Table 6.9, with a
between central government, local authorities and

BUDGET SECRET
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% current and capital transactions
@ physical and financial investment

(and within the latter between
), shows the derj.vatlon of the
The financial t, unlike

, 1s not wholly a measure of cash transactions because

certain items above line 24 in Table 6.9, for example some
§ taxes included in lines 1 and 2, are measured on an accruals

@ p.lbléggzgctor financial /defsest .

basis. An accruals adjustment is

6.27. The unallocated Reserve is

accordingly made in line 28.

assumed to be on current

ing items or physical capital formation ie., in
ansactions that fall above the financial *t line. In

ice allocations from the Reserve can affect financial

ions (lines 25 to 29).
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1988=-89 Latest estimate

General government Public Public

corpora- sector

tions
Central Local Total
@ govern- authori-
AV A Line ment ties
Current ital receipts
Taxes on i ;cand il royalties 1 62.8 - 62.8 -0.2 62.6
Taxes on @%&ﬁa@i’q
Chasee [ 2 2 57.9 18.9 76.7 - 76.7
Taxes on capital 3 5e2 - LT - 5.2
National insurance and other
contributions 4 32.8 - 32.8 - 32.8
Gross trading surplus 5 -0.5 0.7 0.2 7.6 7.9
Rent and miscellaneous current
transfers N 6 0.4 2.8 3.2 0.5 3.8
Interest and dividends })
private sector and ) 7 3.4 1.2 4.6 0.7 Dl
Interest and dividends wif‘h'i‘%\>
public sector Nt 8 6.0 -4.0 2.0 =240 =
Imputed charge for non—tradIl{{\ U
capital consumption 9 1%3 1.6 2.9 - 2.9
Capital transfers from private ¢ X))
sector = N10 - - - 0.2 0.2
Total receipts NN \M11 169.4 21.2 190.5 6.7 197.3
Current and capital expenditure x\)
Current expenditure on goods
and services 12 56.8 36.4 93.2 - 93.2
Subsidies 13 4.0 1.0 4.9 - 4.9
Current grants to personal sector 14 49.2 5.0 54.2 - 54.2
Current grants paid abroad 15 2.9 - 2.9 - 2.9
Current grants within public sector 16 24.0 -23.9 - - =
Debt Interest 17 7.8 0.6 18.2 0.6 18.8
Gross damestic fixed capital /@
formation 18 A\ 2.9 6.9 5.0 11.9
Increase in stocks 19 NN - -0.3 0.3 D
Capital grants to private sector 20 A 0.6 3.6 0.1 i,
Capital grants within public sector 21 1.8< -1.0 0.8 -0.8 -
Total expenditure 22 16305 - —21.5 184.5 sl 189.8
Unallocated Reserve 23 - V/, N\ - - - -
Financial surplus 24 6.3 |( 0.4 6.0 1.5 7.5
Financial transactions
Net lending to private sector and o
abroad 25 0.5 -0.3 0.3 - U3
Cash expenditure on
securities (including privatisation
proceeds 26 -7.1 0.1 -7.0 - -7.1
Transactions concerning certain
public sector pension schemes 27 -0.7 - /)-@ - -0.7
Accruals adjustments 28 -0.1 -0.2 \0 .42\ - -0.3
Miscellaneous financial o
transactions 29 0.1 0.7 0.6 1.4
Debt repayment 30 1857 -0.6 13.‘1’//\\/\1.0 14.0
1

(line 23).

Financial surplus (line 24) = receipts (line 11) - expenditure (line

Debt repayment (line 30) = financial surplus (line 24) - financial trans

(lines 25 to 29).

SN O W
blw}xi.dw WM

al
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1989-90 Forecast g
General government BURIGET CIRFTONLY

corpora-  sector

tions
tral ILocal Total
~ authori-
Line ties
il A - 69.2 -0.6 68.5 Taxes on incame, and oil royalties
W Taxes on expanditure and community
2 60 <\ 20.4 8l.. - 81.2 charge
3 LT SR e - Bed Taxes on capital
e T National insurance and other
4 34.6 - 34.6 - 34.6 contributions
5 -0.5 0.8 0.3 8.1 8.4 Gross trading surplus
Rent and miscellaneous current
6 0.3 3.0 3.3 0.7 4.0 transfers
Interest and dividends from
7 i 1.4, (~A\4.5 0.6 5.1 private sector and abroad
@ ) Interest and dividends within
8 6.5 L b = - public sector
&% Imputed charge for non-trading
9 1.4 1.7 - 3ol capital consumption
Capital transfers fram private
10 - 0.2 0.2 sector
11 180.8 23. 203. \)) 6.7 210.5 Total receipts
@ Current expenditure on goods and
12 61.5 37.0 98.5 A 98.5  services
13 4.4 0.9 S . o1 s 5.4 Subsidies
14 52.9 5.8 58.8 - 58.8 Current grants to personal sector
15 4.0 - 4.0 - 4.0 Current grants paid abroad
16 24.8 -24.8 - - - Current grants with public sector
17 16.2 0.4 16.6 0.5 1753 Debt interest
Gross damestic fixed capital
18 5.0 1.9 6.9 5.6 12.5 formation
19 -0.2 - -0.1 0.2 -0 A\ Increase in stocks
20 2.4 0.7 351 Uk {3V Capital grants to private sector
OS2, ital grants within public
21 202 -1.1 Il -1.1 (% sector
22 173.3 21.0 194.3 Bl 199.5< Total expenditure
23 235 3.5 U Unallocated Reserve
24 7.5 V/F}iﬁaxi:lal surplus

ial transactions
ending to private sector and
25 0.4 -0.2 0.2 - 0.2  abf®ad
Cash expenditure on campany
securities (including privatisa-

26 -5.0 - -5.0 - -5.0 tion proceeds)
Transactions concerning certain
27 -0.3 - -0.3 - -0.3 public sector pension schemes
28 -0.6 -0.2 -0.8 - -0.8 Accruals adjpstments
Miscellaneo%ial transact-
29 1.0 0.2 1.2 0.1 1.3 tions
30 12.0 Debt repayuert\\ o

@6
@,

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




9

pso.jt/Sargent/4.27.2

BUDGET SECRET

MR RILEY

{E L { /{4'\ -~
l:/EALA_;fE By ,\ ln} ; Wﬁ :
\L/ ,'}i ,(_: % } :--A.ﬁ/’/{‘
g G\bq"w@»/ - (

FSBR CHAPTER 1

Copy No < of Z#Copies

From: S D H SARGENT

Date: 27 February 1989

o Chancellor -
Chief Secretary
Financial Secretary
Paymaster General
Economic Secretary
Sir T Burns
Mr Anson
Mr Wicks
Mr Scholar
Mr Culpin
Mrs Lomax
Mr Sedgwick
Mrs R Butler
Mr S Davies
Mr Gilhooly
Mr Mowl
Mr Macpherson
Miss Simpson
Miss Wallace
Mrs Chaplin
Mr Tyrie
Mr Call

PS/IR
PS/C&E

Sir Peter Middleton has seen your minute of 23 February to the
Chancellor. He thought that the third sentence of paragraph 1.83
looked a bit feeble on inflation for the present conjuncture. He

suggests that it should be replaced by the following:

"Monetary policy is designed to bring down money GDP growth

and thus inflation over the medium term with the ultimate
objective of achieving stable prices. The path for the
growth of money GDP falls to around 5%% over the next four

years. Monetary policy is conducted ..."

S D H SARGENT
Private Secretary
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Lo A FROM. N I MACPHERSO
LUVI $V“,DATE. 1 March 1989

1<§§§$B ﬂgbeay*bcc: Chief Secretary
Financial Secretary
2. gé;ﬁgELLOR &» “ﬁhﬂ QQNBe&Q he vc& ¢ Paymaster General
2 Economic Secretary
L""L‘e"t‘sf)“"“["”f)Slr Peter Middleton

‘CC}M\R‘-\ QX}M .Sir Terence Burns

Mr Anson
Mr Scholar

D .
% // Mr Culpin
P 2 Mr Riley

Mr A C S Allan

Q!g;b Mr Matthews
Miss Simpson
<§i§b Mrs Chaplin

Mr Tyrie

Mr Call ,

Sir Anthony Battlshlll)IR

Mr Calder )
C§§>> Mr Unwin ) CsE

Mr PR H Allen)

FSBR CHAPTER 4 ';

o

Attached is a redraft of Chapter 4. d be very helpful
if we could have comments during the co of tomorrow.

S
2. Regarding the questions you raised on the last draft:

(1) the chattels exemption does apply to companies
as well;

@
%
DN
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(ii) the Revenue do not feel sufficiently confident
about the 'mature' yield from the 1life

assurance package to want to publish an
estimate in the FSBR. There is therefore no

@ 3 E of hot Anne x
<§§§§> reference to the long-term yield in note 2%6

1¥P) there is no NIC flow back from earnings rule
abolition, because no behavioural response has
been assumed. The £5 million benefit flow

back in the second year has been netted out of
e public expenditure estimate.

3. You may w§§§g§© consider the following redraft to the
second age all indent in para. 4.02, since the current

draft is unclear

"the owance for those aged 75 and over
will

iggéﬁ?m £3180 (for single people aged
under 80) d“from £3310 (for single people
aged 80 and over) to £3540; and from £5035

(for married couples aged under 80) and from
£5205 (for married couples aged 80 and over)

o £556%5."
o e VPR 4, I have moved relocation expense the first page since
e now that Schedule E assessment has en dropped it would have
1&-;i§i; sat rather oddly between PEPs and Pensi The Revenue want
t&ﬁ;fis an estimate of the 1long term yiel om abolishing the
» o~ additional housing costs ESC in the Annexq I have therefore

¥ amended note 9 accordingly. However, you may not want to
j;:j?l‘&' draw attention to this, given the high figure of
4 €100 million.

(% o
) =2
hﬁhﬁ;f S I have not inserted a Pensioner's Ea Rule
o side-heading by para. 4.40, since it is debatable iz e
/
€f§§%J§ public expenditure measure should be in Chapter 4. luding
it as a national insurance measure, which strictly s g
it is, allows us to get off the hook. <3§g§$
BUDGET SECRET NOT TO BE COPIED
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<ij:> The Economic Secretary has now redrafted the ECJ section

he Financial Secretary the Keith section.

S

/\ﬁ'ck Nu:p(w«\,_\

N I MACPHERSON
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he Budget Tax and National
nce Proposals in Detail

I

4.01 The main tax and national insurance changes proposed in the Budget
are summarised below. A full list of changes is given in Table 4.1.

Income t 02 The s income tax thresholds will be increased in line with the
utory indexation provisions (based on the increase of 6-8 per cent in the
in the yﬁegﬁ to December 1988); the higher level of age allowance
t

¢ };’ j{er,\ ose aged 80 and over will be extended to those aged 75 and
r. This will mean that:

person’s and wife’s earned income allowances will rise from

(& 2785;
the lowance will rise from £4095 to £4 375;
the addui rsonal allowance and widow’s bereavement allowance

will rise fi 490 to £1590;

the age allowance for those aged 65 to 74 will rise from £3 180 to £3 400
(single) and from £5035 to £5385 (married); Cills

the age allowance for those aged 75.and over will rise from £3450 for
those under 80 and from £3 310 for those aged 80 and over to £3 540
(single), and from £5 those under 80 and from 5 205 for those
aged 80 and over to married);

the income limit for age @U{ace will rise from £10600 to £ 11 400;

the basic rate limit will rise\from £19 300 to £20 700 of taxable income.

4.03 The age allowance withdrz§> @ will be reduced from £2 of
allowances for each £3 of income to-£¥ for each £2 of income above the

limit of £ 11 400. : O
owne tnird
Benefits in kind  4.04 Car benefit scale charges will be increased by 26-per<cent from 6 April
: 1989.
\v\S?(\" o\l — e ;
e Private medical 4.85 Income tax relief will be given from April 199 private medical
insurance insurance premiums for those aged 60 and over.
. P
Charitable giving 496 The limit on charitable donations qualifying ief under the
payroll giving scheme will be doubled from £240 to ear from 6
April 1989.
“.c2
Employee share 4.87 Tax relief will be given for payments by companies t ing
ownership plans (ESOPs) ESOP trusts.
G-€q
Approved employee 408 The annual limit for individual participation in the 1978 allzemnployee
share schemes share scheme will be increased to £2000 or—if greater—10 per ce y

up to a maximum of £6000. The 1980 SAYE share optionf schem¢ limit
will be increased from £100 to £150 per month. The maximum discount
from the share price at which options may be granted under these schemes
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BUDGET $EQREETBUNGERLIST ONLY |




BUDGET SECRET NOT TO BE COPIED !
BUDGET LIST ONLY P

‘ BUDGET SECRET NOT TO BE COPIED
L BUDGET LIST ONLY




>

-
)

Thé Budget Tax and Igalt'{ga ET SECRET—BUDGET LIST ONLY

DI AT MDY ET
DUDUCOLT S UL

@@ BUDGET LIST ONLY

Gl Cach

related pay 4.89 The ceiling on the amount of profit-related pay attracting tax relief
will be increased to £4000. A number of other changes will simplify and
improve PRP.

<§ gi \ ot
Persona %lans 440 The annual limit on investment in Personal Equity Plans will be

increased from £3000 to £4800. The annual limit on investment in unit
and investment trusts will be increased to £2 400, irrespective of other
holdings, and restricted to unit and investment trusts which invest mainly in
UK equities. The PEP rules will be greatly simplified.

asis-of-assessment for SeheduleE«remmureration-of employees
rs)-will-be changed-from earnings to-receipts. In practice; most

ments an employer makes towards the additional housing costs of
transferred to a more expensive location will no longer be

! 405
Relocation expenses ~ 4

Mow Yo after 4.0y exem

&g e for pensions will be amended. For occupational

schemes the\tma tures will be:
employers willbe able to set up ““ top up ” schemes for their employees,

with no limits on benefits, but without special tax reliefs;

a limit will be placed on pensions paid from tax approved schemes, based
on earnings of £60000 a year. This is consistent with a privileged pension

of up to £40000 a year or maximum tax free lump sum of up to
£90000. The limit will be i ed to prices;

the rules for tax approve ons, particularly affecting those who take
early retirement, will be simplifiedand improved.

These changes will apply to schemes set up on or after Budget day and to

new members joining existing s or after that date.
i+- l5 . . . . . . o -;
443 New simplified rules will be intr d for monitoring additional

voluntary contributions. Any surplus congributions made will be returned to
employees, subject to a special tax charge.

u‘.“ . . . . - .

445 Annual contribution limits for personal pension schemes will be
increased as a percentage of earnings, subject to an overall cash limit based

on the £60000 earnings limit for occupational sche
G5

Life assurance 4.46 The tax regime for life assurance companies wil ed. The
main changes to be introduced from 1 January 1990 are®

pension and general annuity business expenses will be deductibj
from pension or general annuity profits;

change will be phased in gradually over gfe four years;

the rate of tax charged on income and capital gains attributable to peficy
holders will be reduced to a rate equal to the basic rate of income tax (25
per cent);
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@tamp Duties 4<17 Stamp duties on share transactions will be abolished from 1 April 1990%

Lar
nit trusts 448 A new tax regime will be introduced from 1 January 1990 for unit
trusts investing in transferable securities which are freely marketable
% throughout the European Community under the UCITS directive. The rate
of corporation tax charged on their income will be reduced to a rate equal to
the basic rate of income tax (25 per cent).
G2
COBO and deep 4.19 The new issues queue will be abolished by a general consent under the
discounted bonds _Control of Borrowing Order and the regime for deep discounted bonds,

i

Business taxation

4.21. rate of corporation tax for the financial year 1989 will be 35
per cents
.20 >
422 The ap(%ment rules for close companies will be abolished. Special
provisions including a corporation tax rate equal to the higher rate of

income tax (40 per cent) will be introduced for close investment companies
which distribute less than a specified percentage of their profits.

ines ; who make trading-losses which cambe-set
nie Will beable-tosetoffeny unused balance of

{22 O
Capital gains tax 4.24 The capital gains tax an@xempt amount will remain at £5000 in
the case of individuals and /2 OO in _the case of most trusts.

w23
4:25 The disposal value gmé’tulgelo h chattels are exempt from charges
on capital gains will be ifrereascd fromd(:_’; 000 to 45006, 46 ccc .

G2y

426 Capital gains tax deferral on lifetime gifts will be restricted to certain
types of gift—in particular, gifts of business and heritage assets, gifts on
which there is an immediate charge to inheritance tax, and gifts to charity.

i
Inheritance tax ;&7 From Budget day the threshold for inherit will be increased in
line with the statutory indexation provisions fro 0 to £118000.
Git
VAT 4.28 The present turnover requirements for VAT regust will be

a~d (ar Tax replaced for most businesses by a single limit based on tifnover in the
previous twelve months. é@

i
I/Z‘; From 15 March 1989 the VAT registration limit will b

£23600 a year. d%
L2
4.30 Changes will be introduced to make relief from VAT on bad\debts

more widely available.

U424

The default surcharce recime wzill eased 3 reducin the maximum

ratd of PBUMDGE BoPE GRE 20 per centNOT TO BE COPIED
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430
432 To comply with the European Court judgement of 21 June 1988 %
certain previously zero rated goods and services will be subject to VAT at
the standard rate. As announced on 6 February, the regime will aim to
minimise the tax and compliance burden.

-2
433 Non-residential construction and property development will be liable
to VAT from 1 April 1989 with transitional relief for prior contractual
commitments. Landlords will be given the option to tax rents of non-
residential buildings from 1 August 1989. VAT will also be applied:

@ from 1 April 1989 to: protective boots and helmets supplied to

employers;
news services ;

Excise duty

ITV levy

Tax administration

Leglauw wilw
FST eda
o Waged

Tax confidentiality

National Insurance

BUDGETRSASRET-+BYDGRILMST ONLY

fro uly 1990 to: fuel and power supplied to businesses;

water and sewerage services supplied to
industry.

32
434 VA %r charities will be extended to charity fund-raising events,
certain types of advertising and medical sterilising equipment. Cars leased to
the disabled will be relieved of car tax.

.33
435 The duty on unleaded petrol will be reduced by the equivalent of just

under 1p a litre ( agallon) including VAT. A higher rate of duty will
be introduced on 2 and aded petrol. This will add ju-st-avsr(lp a litre

(5‘-15? a gallon) including to the tax charged on these grades. “#eacly

k-3
436 From 1 January 1990, the\additional payments made by ITV
programme contractors will be@s on a mixture of net advertising

revenue and profits.

U >
437 In the light of recommendations by the Keith
be made:

mittee, changes will

to update the system of m Ty penalties for tax offences;

to modernis powers of the Inland Reven@tam information;

improve compliance by employers.

i-3e

438 Criminal sanctions will be provided against unlawful d sure of
information relating to a taxpayer by employees or for yees of the
Inland Revenue and Customs and Excise.

L3 <§ é >
439 From [1] October, changes are proposed to the structure Q%%
alto 2

insurance contributions. Employees will pay Class 1 contribution

per cent of earnings below the lower earnings limit (£43 a week in 1989-90)
and 9 per cent of earnings above the lower earnings limit, up to the upper
earnings limit (£325 a week in 1989-90). Those earning below the lower

catningRlifhi) GIEPnBEC lass|1 cofNtBIFiok ) BE COPIED
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4.40 From [2] October the rule whereby state retirement pensioners earning,
more than £75 a week have their pensions reduced, and those earning over
£120 a week have their pension abated entirely, will be abolished. The
public expenditure cost of abolition will be about £125 million in 1989-90
and £255 million in 1990-91. This cost will be met from the Reserve, and is
therefore not included in Table 4.1. (Nor does Table 4.1 include the
increased tax revenue that will flow from the changes, £25 million in 1989—
90 and £65 million in 1990-91.)

4.41 These changes to national insurance contributions and the pensioners’

@mmgs rule will be included in the Social Security Bill now before

lament.
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£ million

Estimated effect on receipts in:

s

N
See Annex 4 @ 1989-90 1990-91
Paragraph num s% Changes from a Changes from Changes from
non-indexed an indexed an indexed
base base base

INLAND REVENUE
Income tax
1 Increase in single allowance of £180 and married allowance of £280 =18130, — —
2 Increase in additional personal allowance and widow’s bereavement

allowance of £100 =10 — —
3 Increase in age allowances in liny\w(tﬂ\qtutory indexation —100 — =
4 Extend higher age allowances fWO and over to

those aged 75 and over N =10 =10 =15
5 Increase in income limit for age allo%}%) 800 =15 == =
6 Reduction in age allowance withdraMt,At/e/ )\ =D S0 =5
7 Increase in basic rate limit of £1 400 to ,(:i()('/OO U/\ =210 = o
8 Fringe beneﬁts—é@-gp'e?r-éa; %ncreasc in ca}’;&e’g ( \ks +£90 + Voo +90 +loe +H0 +20¢
9 Removal of extra-statutory concession on ad}h/ti&a\gﬂ',}}ooging costs +5 +5 +30
10 Tax relief for private medical insurance for thos%{c{@q over = i 40
11 Pension schemes—amendments to tax rules \\ D v<\ i x &
12 Payroll giving to charities—increase in donation limit'to £4§9\§\year X x X
13 Membership covenants to heritage charities =5 =5 =10
14 Liberalisation of profit-related pay legislation =10 10 =15
15 Increase in approved employee share limits x * x
16 Employee priority in public offer of shares x X x
17 Changes in material interest tests i gl =5
18 Abolition of tax relief on new loans to buy Business Expansion Scheme

shares N\ x % b
19—-Schreduie F——changetorceeipts-basis-of-assessment (\<A)'¥‘;/‘/ L 66 86—
20 Changes in settlements provisions where settlor or spouse can benefit \% =S i i o
21 Tax deductible from tax credit payments to US companies / o - =
Income tax and corporation tax \
22 Taxation of income, gains and profits of life assurance companies v() A +£125
23 Abolition of close company apportionment ( ( *) ) iy 2
24 Capital allowances—safety at sports grounds and miscellaneous \_/

amendments &
25 Extension of relief for pre-trading expenditure T
26 Subcontractor tax scheme—reduction in vedeher rz'e‘q'ﬁirements == = o=
Income tax and capital gains tax
27 Personal Equity Plans—increase in limits etc. =5 =5 —10
28 Unincorporated-businessey—sct-offiof trading losses-agaiastgaims— —~_—_ ~—_ ~* —_ s — e
Income tax, corporation tax and capital gains tax (} \\ ) )
29 Keith committee—administrative changes ¥ \\) > z
30 Deep discounted bonds—taxation of uplift as income — ( A\\S £15
31 Tax charge on switching investments in offshore funds g \\"v/\ i
Corporation tax ( ( 2 ),\
32 Increase in profits limits for small companies rate and marginal relief 3 NS /\\ s
33 Reduction in tax rate for certain unit trusts — = </\\.,) ) x
34 Relief for payments to ESOP trusts & i O (\\ i
35 Advance corporation tax amendments X Lo X<\$ \><\*
36 Sale of subsidiaries * * > )}’\
Capital gains tax V il
37 No change in annual exempt amount = * +10
38 Restriction of gifts relief i ) +25

39 Change in the rules for Lloyd’s underwriters
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ﬂ Table 4.1 Direct effects of changes in taxation—continued

J £ million
® Estimated effect on receipts in:

See Annex 4 1989-90 1990-91

paragraph num % Changes from a Changes from Changes from
non-indexed an indexed an indexed
base base base

Capital gains tax and corporation tax

40 UK branches of foreign businesses—changes affecting capital gains x E ¥

41 Technical changes associated with rebasing of capital gains * * *

42 Increase in capital gains chattels exemption to £5 000 * x i

43 Exemption of certain bonds from 4( \c\s on capital gains x % 2

Capital gains tax and inheritanc@(ta\;% oA

44 Gifts to housing associations AN\ x & x

Inheritance tax XS ¥

45 Increase of £8000 in threshold N / /\\ =99 = =

46 Changes in rules for varying dispositionsug deaM/\ +5 +5 +15

Stamp duties =N\

47 Abolition of duties on shares X O A +10 +10 —1000

48 Abolition of life assurance policy duty < A<\\ =20 =20 —80

TOTAL INLAND REVENUE AN TR —1505 - (135 =8 HLE =985 190

CUSTOMS AND EXCISE 2

Value added tax

49 Revised registration rules =35 =35 —100

50 Increase in registration limit & * =

51 Bad debt relief =50 =50 —150

52 Keith—review of default surcharge =20 —20 =20

54 Revised tax regime for construction, buildings and land A(\\ +310 +310 +440
55 Change in liability of news services \&)\]:J +5 +S +5
56 Change in liability of certain protective boots and helmets \X b 2 X x
57 Change in liability of certain supplies of fuel and power V/ == — 95
58 Change in liability of certain water and sewerage services \\ = = 4
59 Reliefs for charities O B\ -5 -5
60 Relief for research and development cars ( ( =5 )% 5 & =5
Car tax N A
61 Relief for vehicles leased to disabled e o) =5 =lO =10
Excise duties
62 No change in rate of spirits duty = —65 §0
63 No change in rate of beer duty — —140 =155
64 No change in rate of duty on cider and perry == =0 =5
65 No change in rate of duty on wine and made-wine = = =50
66 No change in rate of duty on 4 star petrol etc. = (? \9\4@ — 465
67 No change in rate of duty on derv = W}/@.{/\\ =105
68 No change in rate of duty on minor oils — <~{1\{\\> =10
69 No change in rates of tobacco products duties — —\2\§5//\\ —250
70 Restriction on blending of duty-paid made-wine X ‘( ( Jia o
71 Determination of original gravity of beer i "D \ x
72 Reduction in duty on unleaded petrol =304 ~35 =30 'm\&/\ =60 —40
* o’ _5 O (\\_(,,5/ =i

73 Increase in duty on 2 star and 3 star petrol

TOTAL CUSTOMS AND EXCISE —870

Vehicle excise duty e / /\\
74 No change in VED on cars, light vans and main lorry rates = —190 <4210~
75 Increase in VED ratés for taxis, buses and coaches +20 +20 +20
76 Increase in certain other VED rates +20 +20 +20
TOTAL VED + 40 —150 —170
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ﬁ Table 4.1 Direct effects of changes in taxation—continued
¥\§)V A4 million
@ Estimated effect on receipts in: o
See Annex 4 1989-90 1990-91 %« 3
paragraph num rs% Changes from a Changes from Changes from %
non-indexed an indexed an indexed
base base base 3
Other \
77 1TV levy re-basing — — +50
78 Unauthorised disclosure of confidential information — — —
TOTAL OTHER = — + 50
(G2t
TOTAL CHANGES IN TAXATION . — 1360 -1 3¢ -10252405 —2040°-(33¢
National insurance contributions_ /. (\\ .
79 Restructure employee comributio&(\\ V> —985 —985 — 2785
TOTAL CHANGES TO NATIONAD NCE ~i0x0 —loxo —2835
CONTRIBUTIONS L =985 = —2785
ey = Negligible — = Nil
20 Redua Qs 1 cootibihows =35 AL -1 -us
AL fdae Quss 3 erhbulvas # * -5

$
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In light of recommendations by the Keith Committee,
s are proposed to

<§£;§>simplify and update the system of interest and
monetary penalties for tax offences;

- modernise the Inland Revenue's powers for
info tion about a taxpayer under enquiry to allow

qu to be put to the taxpayer and provide
grea feguards for him or her;

- amend t nd Revenue's search powers to provide
greater ion for him or her;

- improve comp '22§§§Py employers in filing end of
year returns o AYE and NIC deductions.

@
%
O
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x to Chapter 4

Explanatory notes to Table 4.1

able 4.1 gives the direct effects of changes in taxation. Estimates are rounded to
nearest £5 million. * Negligible "’ means less than £3 million.

2 f\ that 1s, the levels of income, consumption, profits, etc forecast
o the assumption that all the measures proposed in the Budget

take effect. O
Tax changes cause changes in taxpayers’ behaviour, which in turn can alter the

tax base and hence revenue. The direct effects are estimated subject to the constraint
that, in general, total incomes and total expenditure are fixed at their post-Budget
levels. Thus the estimates in the table do not include income effects—that is, effects
arising solely from the impact of changes in taxes on disposable incomes. Nor do
they include the effects of changes in the tax base arising from changes in pre-tax
incomes, the general level o icés\or other macro-economic variables which may
result from the proposed tax . But other behavioural effects are taken into
account where it is thought tha ill have a significant effect on the yield.

the

For Customs and Excise taxes and duties, all the estimates of yield incorporate the
effects of the tax changes on relative’prices-and associated changes in the pattern of
consumers’ expenditure. Aggregate md consumers’ expenditure at factor
cost are assumed not to change. This is asligh modification of previous practice in
which nominal consumers’ expenditure at market prices, rather than at factor cost,
was held constant. Examples where behavﬁral effects are taken into account for
Inland Revenue taxes include the abolition of stamp duties on share transactions
and changes involving the take-up of a new or modified relief.

The post-Budget forecast of each tax given in Table 1.2 takes account of all the
effects of the measures announced in the Budget, and not the direct effects
included in Table 4.1.

The figures in the first column of Table 4.1 show the dir f the Budget
proposals on receipts in 1989-90. Budget proposals are co r ith a non-

indexed base—that is, with the pre-Budget regime of allowang¢s, thresholds and
rates of duty at 198889 levels.

The figures in the second column show the direct effect of the Budgetproposals on
receipts in 1989-90, measured against an indexed base. The indexed‘t fon1989—
90 is obtained by increasing 1988—89 allowances, thresholds and rates gt dt 6-8

The figures in the third column show the direct effect on receipts in 1990-91, also
measured against an indexed base. For this comparison, both the Budget proposals
and the indexed base for 1989-90 have been further indexed by the forecast

moVeme?Ub G}Eﬁet‘ggéﬁﬁh qugrters Ni WQW%@OC‘G)P' ED

Table 3.1

supcEBURGET LIST-ONEY o (i y




BUDGET SECRET NOT TO BE COPIED -
BUDGET LIST ONLY .

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




& Amnexto Chaprer 4 BUDGEE SECRET=BUBSETUST QMUY 1 o HHigp

BUDGET LIST ONLY

The remainder of this annex provides a commentary on the Budget proposals in
Table 4.1; the paragraph numbers refer to the lines in this table. Additional
information is provided for those proposals where the effect on tax liabilities in the
first complete year to which the change applies (full year effect) is substantially
% different from the effect on receipts in either 1989-90 or 1990-91; or where the

impact of the proposal is expected to build up over a period of years.

: s I ea dToe 2l e ;
Income Tax 1to5 The increases in the mem-personal allowances are in line with the statutory

indexation provisions (based on the increase of 6-8 per cent in the RPI in the year
to December 1988). The higher age allowance currently given to those aged 80 and
over will be extended to those aged 75 yeess and over. The cost of indexation for

ose aged between 75 and 79 is included in line 3.
6 Xhe age allowance withdrawal rate will be reduced from /£2 of allowances for
each’/ 3 of income to £1 for each £2 of income above the limit of £11400. .
n crease in the basic rate limit is in line with the statutory indexation

owe tnird
90 the scales for taxing car benefits will be increased by 20-pereent

: ry concession which has exempted from tax certain

reimbursem mployers of additional housing costs incurred by their

lonets Jowm T (R employees who have had to move with their jobs to more expensive locations will
Qw‘ :} s taidk \ be withdrawn from 6 April 1989, subject to transitional arrangements. A statutory

S twmoval 2eptnses Q?‘\ X relief will be introduced to replace the extra-statutory concession which has

i em‘\oy{s . Tox = 44 éféglgt me-tax-

e
ok Dok waraiais vol, _\:i e o 10 Tax relief will be available’(with basic rate relief given at source) for eligible
ck e oAy f:k ‘tlw pREE x\* premiums paid in 1990-9 @@ bsequent years for private medical insurance for
| dra “‘S\{OVQ\ At nts hace those aged 60 years and ov Che cost for 1990-91 assumes an increase in take-up
ey }K&‘k : in the region of 10 per cent a8\ ¢ of the new relief. Eventual costs will depend,
R among other things, on the extent to which medical insurance for the over-60s is

promoted and taken up.

11 The amendments to the tax ru<lision schemes will mean that:
for tax approved schemes, earnings-ever £60 000 will be ignored for the purpose
of calculating benefits (consistent with*a maximum pension of £40 000, or tax-
free lump sum of £90000). Other amendments will be made to the tax rules to
improve early retirement benefits, to allow a two-thirds final salary pension on
retirement after 20 years’ service between ages 50 and 70 and to simplify
calculation of tax-free lump sums. These changes apply to new schemes set up on

or after 14 March 1989 and to new members joinin ting schemes on or after
that date;

employers will be able to set up top-up schemes wi 1ts on benefits, but

without tax privileges such as tax-free investment build-up;

new rules will allow surplus voluntary contributions to He/returned to the
member instead of reducing benefits from the employer’ e

scheme will deduct a 35 per cent charge from the refund to €ecoupthe tax

liability on higher rate taxpayers;

changes will be made to the personal pensions tax rules to increase %8—89
the age related contribution limits. The increased limit will be subje th
460000 earnings cap. And the rules for calculating tax-free lump sums will be
simplified.

o BUBGETSECRET 1" "N 75 BE CHBiED
& !BU‘DGE;[TLI%Te QNM; IRT Ot Vv

o
29
o
(-




BUDGET SECRET NOT TO BE COPIED -
BUDGET LIST ONLY ®

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




Annex to Chapter 4

q

. T DGEF-+H ‘ 4
D R DRt SECRET | °NbT To BE 86BED

BUDGET LIST ONLY

12 The limit on charitable donations qualifying for relief under payroll deduction
schemes will be increased from £240 to £480 from April 1989. The cost will
depend on take-up.

13 The conditions for relief for charitable covenants will be relaxed so that where a
member of a heritage charity is given free entry to view the charity’s property, that
benefit will not disqualify the covenant payments from relief. The cost will depend
on take-up.

14 Amendments to the profit related pay (PRP) legislation will:

o
increase to £4 000 theyimit on the amount of PRP attracting tax relief;

@ abolish the *“5 per cent test ” on a PRP scheme’s eligibility for registration;

r

an-ammmal yield of about £50 million.{

BUD

allow scheme employers to alter, subject to conditions, the rules of PRP schemes
cady registered; and

e PRP schemes to be registered for certain employment units using the
of the whole business rather than of the employment unit itself,

under 3 af ed all-employee profit-sharing share scheme will be increased, with
20 1IN1989, from £1250 (or 10 per cent of pay up to a maximum of
£5000) to é‘ 0 (or 10 per cent of pay up to £6000). The limit on monthly
savings made’by an employee under an approved savings-related share option
scheme will be increased, from a day to be appointed, from £100 to £150. The
maximum discount on the share price at which options may be granted under these
schemes will be increased from 10 per cent to 20 per cent. The use of consortium
shares in an approved employee share scheme will be extended to any member of a
consortium owning 5 per ceg& more of the company’s ordinary share capital in

place of the previous 15 imit.

16 There will be relaxations mt nditions under which income tax relief is
given to employees who benefif 8y virtue of their employment from priority in
applying for a public offer of sha

S
17 Changes will be made in the mat crest tests relating to an employee’s

eligibility to participate in an approved-er ployee share scheme or a registered
profit-related pay scheme, and an individal’s entitlement to close company interest
relief. Subject to certain conditions, shares held by a trust of which the employee is
a beneficiary will be disregarded when reckoning whether he has material interest.

18 Relief for interest on loans to acquire Business Expansion Scheme shares on or
after 14 March 1989 will be abolished.

19 From 6 April 1989 Schedule E emoluments will or the year in
which they are received instead of the year for which th€yaxa eatned. There will be

a transitional g’cg_sj.,,ba-t{rm—93 when the transition 1 @, there will be

20 A change will be made to the provisions which treat certain $ett
as the settlor’s for higher rate tax purposes to ensure that income fi
between husband and wife will be treated under Independent Taxat
income of the recipient of the gift. For certain other settlements the p
will be extended to the basic rate producing a small revenue yield.

21 Legislation will be introduced to make clear the amount of UK tax that is
deductible from UK tax credits to which non-residents may be entitled under a

e B DGET S CRET T NS BE 6 BiED
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and corporation
tax

©
@@

Income tax and capital
gains tax

Income tax, corporation 29 In the light of recommendations of the Keith Committee, administ

tax and capital gains tax
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proposal will take some yéa
pounds.

26 Subject to consultation, the
the construction industry will be
-payments-onto a single voucher. . ©

22 From 1 January 1990, the rules for taxing life assurance companies will be
changed:

to allow relief for the expenses of pension, general annuity and other life
assurance business only against their respective profits;

to spread the relief for the costs of acquiring new business (other than pension
and general annuity business) over seven years, subject to transitional
arrangements in the first four years to phase out the present immediate relief; and

to reduce the corporation tax rate on income and capital gains allowable to
policyholders to 25 per cent. i

The yield in 199091 and the immediately following years is reduced by the

oposed transitional arrangements, and by the carry-forward of unrelieved
nses from past years. The yield in all years depends on developments in the
ry, particularly in the level of new business, and is therefore highly uncertain.

pportionment rules for close companies will be abolished. A higher rate of
on tax equal to the higher rate of income tax of 40 per cent will be

or close investment companies which distribute less than a specified
heir profits. A close investment company will no longer get tax

efest payments, annual payments or management expenses unless these

would hage bgerdeductible if paid by an individual.

24 The legislati
grounds will
safety certificate requirements to regulated stands at undesignated sports grounds.
Minor amendments will be made to the capital allowances legislation to correct
defects and anomalies in advance of the consolidation of that legislation.

25 The period for which relief n ay be available for business expenditure incurred
before a trade begins will i sed from three to five years. The cost of this
Q_D

clating to capital allowances for safety expenditure at sports
be amended from 1 January 1989 to take account of the extension of

ild up and could amount of tens of millions of

(el
uirements of the scheme for subcontractors in

uced, forexample by aggregation of small

27 The main changes are:

an increase in the overall annual limit ¢h investment in a Personal Equity Plan to
£4800;

within that an increase in the limit for investment in authorised unit trusts and
investment trusts to £2 400, coupled with a new requirement that the trust must
invest mostly in UK equities;

significant simplifications for plan managers; and
the facility for new share issues to be brought with

The costs assume take-up in the region of 400 000 in the fifst Yull%ear. The cost is
likely to reach £30 million after five years.

28 After 5 Aper 1989, if anunincorporated trader makes a lo ) n be-set off

against oth€r income gfthe same and/or t following year, h e to set

aMoss agaiist his capital gains<The estimated ful d in
9-90 and 1990-91 are £50 milli¢h and £75 million espectively

changes will be made:

to update the system of monetary penalties for tax offences in line with inflation
and remove obsolete penalties;

o introduce a uniform time limit-o£20-vears for recovery of tax | e
$mBUDGET SECRET 1" NS TO BE EBBIED
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to allow taxpayers further time to claim reliefs where an Inspector discovers that
further tax is due;

to modernise the Inland Revenue’s powers to obtain information about a
taxpayer under enquiry, to allow questions to be put to the taxpayer, provide
greater safeguards for the taxpayer and protect audit papers and tax advice from
disclosure by his accountant;

to amend the Inland Revenue’s search powers to provide greater safeguards for
the taxpayer;

to create a new criminal offence for the deliberate destruction of documents
called for under the Inland Revenue’s information powers;

rom 19 April to 19 May, tighten up the penalties for late filing gradually over a

@o change the filing date for returns of PAYE and NIC deductions by employers

Corporation Tax

Capital Gains Tax

etiod of years, leading to the introduction of automatic penalties for all late
g (but not before 1995).

B-will be widened to include non-variable deep discounted securities
orate borrowers. On a sale or redemption the accrued discount
i. sin¢eme. Any excess or shortfall will be taxed as a capital gain or
he sec is exempt from capital gains tax as a qualifying corporate

bond. Where degp discounted securities have variable features so that the precise
accrued discount at any particular time cannot be determined in advance (including
certain index linked bonds), the whole of the uplift between cost price and sale or
redemption price will be taxed as income. The eventual yield is uncertain but is
estimated at around £50 million.

31 A tax charge will be imposed’an UK investors on gains when they switch
holdings within an offshore

32 The profits limit for the s companies’ corporation tax rate of 25 per cent for
financial year 1989 will be raise £100000 to £150000 and the limit for
marginal relief will be raised fro 500 000 to £750000.

33 From 1 January 1990 all unit trust® tataxe, UCITS (Undertakings for
Collective Investment in Transferable ¢ -$ ¢s) under the relevant European
Communities legislation will be subject to-eSrporation tax on their income at a rate
of 25 per cent. The cost will rise to about £20 million from 1991-92 onwards.

34 Payments made by a company to an ESOP trust will be deductible in
calculating its cQrporation tax liability where the trust meets conditions aimed at
. (\\\ I e a AV % Sl 1 -
ensuring the aequisiion of shares in the company b its employees, o= Siviler rw s,
L

P DTS

35 Various minor changes will be made to the advance ation tax (ACT) Poean
rules concerning a company which is part of a group o ium.

36 Measures will be introduced to counter avoidance of ¢t osals of

subsidiaries in ways which could cause a substantial loss of ¢

37 The capital gains tax annual exempt amount will remain at@ i the case of
individuals and £2500 in the case of most trusts.

38 Capital gains tax gifts relief (which allows deferral on gifts) will bé ed to

certain types of gift, the main categories being gifts of business and h
and gifts on which there is an immediate charge to inheritance tax. Thé\f¢venu
yield in 1991-92 is estimated at £40 million. The change will not affect gift
charities or between spouses.

39 The capital gains tax rules and rules about the transfer of securities applying to
assets held by Lloyd’s underwriters in their premiums trust funds will be amended

to faCII“Qt?ﬂE@Eﬁ-tCSTE@RTEkFrS' NOT TO BE C OPIED
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40 Changes will be made to the rules for the taxation of capital gains of foreign
businesses with UK branches or agencies or with operations on the UK continental
shelf. The main effect will be to counter possible developments which could lead to
a significant loss of tax.

41 Technical changes will be made in relation to the application of the provisions
in the Finance Act 1988 for rebasing the taxation of capital gains to 1982 in certain
special situations.

42 Chattels with a disposal value of less than £3 000 are exempt from charges on
capital gains. The limit will be da‘i;s?é to £6000.

x on gains. The main effect will be to counter use of the indexation allowance in

@;ﬁi Certain sterling bonds will be exempted from capital gains tax and corporation

Capital gains tax an
Inheritance Tax

Inheritance Tax

Stamp Duty

—
\P(.\f\vx{(.k\ havaes «tlh ewsure
V‘/\u\’)\'\\\ﬂl ‘N.\v‘(.(,\ \A\ o
| Xaal (i‘iC'J Omi Q= PV ES
‘g\\c\(‘t Anc\\s e ¢ ’a\‘ewv\‘ duhes

C N2 tunme Vst oS

("-\QC\ Vot Foasndnoant .

Value Added Tax

. BUDGE

s which could cause a significant loss of tax.

£ vk . i ; : . ] '
@fts,\to registered housing associations will qualify for capital gains tax

nd inheritance tax exemption.

ated full year cost of indexation attributable to taxable estates in 1989—
ion.

r varying the disposition of a deceased person’s assets will be
iations making adequate provision for his or her dependants.

47 The foll g stamp duties will be abolished from 1 April 1990:
the } per cent ad valorem duty on the transfer of UK registered securities;

stamp duty reserve tax;
the 14 per cent duties on the conversion of UK shares into depository receipts or
their transfer into clearance services;

associated charges on be ares and unit trusts units; and

nsfers.

these duties is expected to lead to some rise in
hat will mean an increased yield from stamp
9-90 and from some other taxes, eg capital gains
take account of these additional yields. ~

certain fixed duties on

Announcement of the abolitio

the value of share transactio

duty and value added tax in
__tax in later years. The figures irﬂ ‘
48 Life assurance policy duty will be ed from 1 January 1990. The cost in
1990-91 takes account of the consequentigl change in corporation tax liability.

49 The present VAT registration rules will be replaced by a single requirement
based on turnover in the previous twelve months. The existing rules based on
anticipated turnover will still apply, in modified form, to large businesses and short
term events.

50 From 15 March 1989, the registration limit will

51 A comprehensive system of VAT relief on all deb
months old and which have been written off in the tra
introduced. Repayment of the relief, or part of it, will be
1s subsequently paid in whole or in part.

nts will be
here the debt

52 The maximum rate of default surcharge will be reduced fro
per cent for all appropriate VAT returns due on or after 31 Marc

53 The right of taxpayers to recover overpaid VAT, excise duty [ahd car tak] will
be confirmed—subject to certain conditions—and procedures established

will enable VAT accounting errors to be corrected.

54 From 1 April 1989, VAT will be applied at the standard rate to the construction
and sale of new non-residential buildings. From 1 August 1989, landlords will be

able-to-opt-to-charge-tax-on-theinen-restdential property and land transactions and

VAT 2« BUDGHE L SECREIES, in pei M Tt B E GOPIED. .«
The oh re crasieg su Yalace

r SECRGET-RIRIGRNLSTIONLY i
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Car Tax

Vehicle excise duties

Other

National Insurance
Contributions

LC Frmd Corver G Yoy
rate Clos: AcoMviatcas (v»‘\
P he ey zwey g A iU e e daed
\1{.. £U 2T awonk bo ELHSTowtR

Excise duties
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S e bee Tene

[T P

Tenants whose landlords opt to tax existing leases will pay tax on only half of the L
rent in the first year. lnthe case-of charities the phasing in period will be five years!
Transitional relief will allow zero rating to continue for certain developments
where legal commitments had been entered into before 21 June 1988.

55 From 1 April 1989, VAT will be applied at the standard rate to news services

(

but not newspapers).

56 From 1 April 1989, VAT will be applied at the standard rate to protective boots
and helmets supplied to employers.

57 From 1 July 1990, VAT will be applied at the standard rate to fuel and power

o

upplied to businesses.

From 1 July 1990, VAT will be applied

rage écrviccs supplied to industry.
pal 1484

events, medical sterilising equipmen

g

at the standard rate to water and

relief for charities will be extended to charity and certain other fund-

t and classified and certain other types of

FDAay 1989, all cars used by manufacturers for research and development

5 reileved of VAT.

products and most hydrocarbon oils.

, vehicles leased to the disabled will be relieved of car tax.

62—69 There will be no change in the rates

of duty on alcoholic drinks, tobacco

70 The duty arrangements for made-wine will be brought into line with those
applicable to wine ?of fresh grapes}_by prohibiting duty-paid blending.

71 The rules for determini !;: e original gravity of beer for duty purposes will be

clarified.

72 The duty on unleaded pe
(Mp a gallon) including V
73 A higher rate of duty will
This will add
grades. Geste

roop—at_ Pery

d A -Uap O -
falnease Ma &n

e Nee

c3y
be reduced by the equivalent of 97p a litre

ntroduccd on two and three star leaded petrol.

,lzihp a litre (3p¥a gallo yding VAT to the tax charged on these
o mying :

exc
e s (@CL\- Ras O\

Veoriice  'as « tulr e ergected N hhisge gO- X X ko vw\\(c\Mt.\ gehb\,

lorries.

74 There will be no change in the duties on cars, light vans, motor cycles and most

75 From 15 March 1989, the number of duty rates for taxis, coaches and lorries
will be reduced from over sixty to five and rates will be adjusted.

76 From 15 March 1989, the rates of duty on certa' )
to bring them more into line with rates for articula :
weight. The rate of duty for special types capable of c

heavy loads will be increased to £3 100.

77 From 1 January 1990, the additional payments made byl [TV
contractors will be assessed on a mixture of net advertlsmg

departments: “a— iRe, o e Rt

- orries w1ll be increased

tand Lu Dwens

79 From 2.October 1989, employees will pay Class 1 contributions equdl-fo 2'per
cent of earnings below the lower earnings limit (£43 a week in 1989-90) and 9 per

cent of earnings above the lower earnings limit, up to the upper earnings limit
(£325 a week in 1989-90). Those earning below the lower earnings limit will

C
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1 s 4, FROM:' N I MACPHERSO
J‘CL/ o “‘“Ta éQ DATE: 1 March 1989

1 GI OOLY'[,{;rz >J§n,ﬁ$»h~ « sCcCc: Chief Secretary
Financial Secretary

ELLOR T‘, m‘ﬂ lpete e “"c‘}’i Paymaster General
A

‘ — . Economic Secretary
:“‘XLc“t—ﬁlﬁ‘ Sir Peter Middleton

chij‘#\‘* fk}w Sir Terence Burns

Mr Anson

; Mr Scholar
(Eiéiif;/Q/ Mr Culpin.
e g Mr Riley
Mr A C S Allan

Miss Simpson

<§§g§§ Mr Matthews

Mrs Chaplin

Mr Tyrie

Attached is a redraft of Chapter 4. Ik
if we could have comments during the co

2.

S

Mr Unwin )
Mr P R H Allen)CSE

ﬂ je ) % w Mr Call
Sir Anthony Battishill). p
| (, Mr Calder )

d be very helpful
of tomorrow.

Regarding the questions you raised on the last draft:

(1)

the chattels exemption does apply to companies

as well;
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the Revenue do not feel sufficiently confident
about the 'mature' yield from the 1life

assurance package to want to publish an
estimate in the FSBR. There is therefore no
reference to the long-term yield in note 2%@

there is no NIC flow back from earnings rule

abolition, because no behavioural response has

been assumed. The £5 million benefit flow

back in the second year has been netted out of
e public expenditure estimate.

30 You may wqgéggb consider the following redraft to the
second age all indent in para. 4.02, since the current

draft is unclear

BUDGET SECRET NOT TO BE COPIED

of he Anemcx

"the owance for those aged 75 and over
will «r zgé%ssm £3180 (for single people aged
[ 2 under 80) from £3310 (for single people
C)K“ ‘ aged 80 and over) to £3540; and from £5035
‘ (for married couples aged under 80) and from
£5205 (for married couples aged 80 and over)
@lb to £5565." [ il
/)%5,/ bt e » |
Sati b -} I have moved relocation expensge Fggffirst page since
e J’ now that Schedule E assessment has n dropped it would have S
9% sat rather oddly between PEPs and Peﬁgl The Revenue want ’y«*x A\J
t;@ = an estimate of the long term yiel om abolishing the U*J‘
wewst o~ additional housing costs ESC in the Annex¢y I have therefore 40 “J
U R amended note 9 accordingly. However, you may not want to 1\

k
2;:3?1‘&' draw attention to this, given the high figure of
4. :

million. — Y, ol
(& o i A L ﬁ/)fd‘)‘ll/)"/ﬁ/ld‘?zg AAﬂh . @
Ea Rule

FAAQ;% 5. I have not inserted a Pensioner's

side-heading by para. 4.40, since it is debatable ol

8252;75 public expenditure measure should be in Chapter 4. luding
it as a national insurance measure, which strictly s

it is, allows us to get off the hook. <3§g§§
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The Economic Secretary has now redrafted the ECJ section

N I MACPHERSON
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4 The Budget Tax and National
Insurance Proposals in Detail

Income tax

( 2
’\\,]{‘\/ & ¥ y
B

Benefits in kind

=l

'\nsvor HT -
bt Private medical

insurance

Charitable giving

Employee share
ownership plans (ESOPs)

Approved employee
share schemes
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4.01 The main tax and national insurance changes proposed in the Budget
are summarised below. A full list of changes is given in Table 4.1.

4.02 The msen income tax thresholds will be increased in line with the
statutory indexation provisions (based on the increase of 6-8 per cent in the
RPI in the year to December 1988); the higher level of age allowance
currentl ;err éﬁose aged 80 and over will be extended to those aged 75 and
over. This will mean that:

the single person’s and wife’s earned income allowances will rise from
£2605 to £2785;

the married allowance will rise from £4 095 to £4 375;

the additional personal allowance and widow’s bereavement allowance
will rise from £1490 to £1590;

the age allowance for those aged 65 to 74 will rise from £3 180 to £3 400
(single) and from £5035 to £5385 (married);

ligo

/ the age allowance for those aged 75.and over will rise from £3450 for

those under 80 and from 3310 for those aged 80 and over to £3 540
(single), and from /5035 for those under 80 and from £5 205 for those
aged 80 and over to £5565 (married);

the income limit for age allowance will rise from £10600 to £11 400;
the basic rate limit will rise from £19300 to £20 700 of taxable income.

4.03 The age allowance withdrawal rate will be reduced from £2 of
allowances for each £3 of income to £1 for each £2 of income above the
limit of £11400.

owne ‘hf\i."(,l
4.04 Car benefit scale charges will be increased by 26-per<cent from 6 April
1989.

4.0
4.05 Income tax relief will be given from April 1990 on private medical
insurance premiums for those aged 60 and over.

4«06 "The limit on charitable donations qualifying for tax relief under the
payroll giving scheme will be doubled from £240 to £480 a year from 6
April 1989.

&.02
407 Tax relief will be given for payments by companies to qualifying
ESOP trusts.

4:5& the annual limit for individual participation in the 1978 all-employee
share scheme will be increased to £2 000 or—if greater—10 per cent of pay
up to a maximum of £6000. The 1980 SAYE share optionf scheme limit
will be increased from £100 to £150 per month. The maximum discount
from the share price at which options may be granted under these schemes
will be doubled to 20 per cent.
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i Thé Budget Tax and National Insurance Proposals in Detail

-
0/ Lfl‘?“ -
t-lo cash © v
Profit-related pay 4.09 The, ceiling on the amount of profit-related pay attracting tax relief
will be increased to £4000. A number of other changes will simplify and
improve PRP.
bt
Personal equity plans 4.10 The annual limit on investment in Personal Equity Plans will be
increased from £3000 to £4800. The annual limit on investment in unit
and investment trusts will be increased to £2 400, irrespective of other
holdings, and restricted to unit and investment trusts which invest mainly in
CTEA 7 UK equities. The PEP rules will be greatly simplified.
Sehedule Eassessment—4.11 The-basis-of-assessment-for Sehedule E«(remurneration-of employees
and-dﬂeeeefs%walLbeehaﬁgeé&mWeee& sfln-p;aeaee——mest

3 b0
Relocation expenses 4(11 Payments an employer makes towards the additional housmg costs of
9 an employee transferred to a more expensive location will no longer be

Move to alter Yoy 4 exempt from tax. Wi, s el i

ro

G2
Pensions 443 The tax regime for pensions will be amended. For occupational

schemes the main features will be:

employers will be able to set up *“ top up”’ schemes for their employees,
with no limits on benefits, but without special tax reliefs;

a limit will be placed on pensions paid from tax approved schemes, based
on earnings of £60000 a year. This is consistent with a privileged pension
of up to £40000 a year or maximum tax free lump sum of up to
£90000. The limit will be indexed to prices;

the rules for tax approved pensions, particularly affecting those who take
early retirement, will be simplified and improved.

These changes will apply to schemes set up on or after Budget day and to
new members joining existing schemes on or after that date.
G 13
443 New simplified rules will be introduced for monitoring additional
voluntary contributions. Any surplus contributions made will be returned to
employees, subject to a special tax charge.
Gy
445 Annual contribution limits for personal pension schemes will be
increased as a percentage of earnings, subject to an overall cash limit based
on the £60000 earnings limit for occupational schemes.

445

Life assurance 4.16 The tax regime for life assurance companies will be reformed. The
A main changes)to be introduced from 1 January 1990 are:

pension and general annuity business expenses will be deductible only
from pension or general annuity profits;

relief for expenses of acquiring new life assurance business (other than
pension or general annuity business) will be spread over seven years: this
change will be phased in gradually over ge four years;

the rate of tax charged on income and capital gains attributable to policy
holders will be reduced to a rate equal to the basic rate of income tax (25
per cent);

life assurance policy duty will be abolished.

BUDGET SECRET—BUDGET LIST ONLY
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4 The Budget Tax and National Insurance Proposals in Detail

1

L
Unit trusts 448 A new tax regime will be introduced from 1 January 1990 for unit

trusts investing in transferable securities which are freely marketable
throughout the European Community under the UCITS directive. The rate
of corporation tax charged on their income will be reduced to a rate equal to
the basic rate of income tax (25 per cent).
L2
COBO and deep 4.19 The new issues queue will be abolished by a general consent under the

discounted bonds Control of Borrowing Order and the regime for deep discounted bonds,
including certain index-linked bonds, will be amended with effect from
Budget day.
(19

Business taxation 4.20 The profits limit for the small companies’ corporation tax rate of 25
per cent for financial year 1989 will be raised from £100 000 to £150 000
and the limit for marginal relief will be raised from 4500000 to £750 000.

20

4‘-:4‘1 The main rate of corporation tax for the financial year 1989 will be 35
per cent.
L2 F
4.22 The apportionment rules for close companies will be abolished. Special
provisions including a corporation tax rate equal to the higher rate of
income tax (40 per cent) will be introduced for close investment companies
which distribute less than a specified percentage of their profits.

A, bdi-Eninserpinied Dusincsman hoomalke peding lotios weiih-aart be 401
- off against-their other-income will be-abletoseroff-any unused-balance of
pasd ; eal cai
422

Capital gains tax 4.24 The capital gains tax annual exempt amount will remain at £5000 in
the case of individuals and £2 500 in the case of most trusts.
423
4:25 The disposal value &‘r)l}ihgtlg\elow which chattels are exempt from charges
on capital gains will be inereased from £3 000 to £5006. #¢ cco .
b2y
4.26 Capital gains tax deferral on lifetime gifts will be restricted to certain
types of gift—in particular, gifts of business and heritage assets, gifts on
which there is an immediate charge to inheritance tax, and gifts to charity.

b5
Inheritance tax 427 From Budget day the threshold for inheritance tax will be increased in
line with the statutory indexation provisions from 4110000 to £118 000.

G20

VAT [4.28 The present turnover requirements for VAT registration will be

a~d Car Tox | replaced for most businesses by a single limit based on turnover in the
previous twelve months. ——

23

.429 From 15 March 1989 the VAT registration limit will be raised to
£23600 a year.

.23 g
4.30 Changes will be introduced to make relief from VAT on bai’d_eb:(

more widely available.

rate of penalty from 30 per cent to 20 per cent.

_— — el
4{3’1‘\ The default surcharge regime will be eased by reducing the maximum ?
BUDGET SECRET—BUDGET LIST ONLY ; 3
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4 The Budget Tax and National Insurance Proposals in Detail *%

®

4-%0

432 To comply with the European Court judgement of 21 June 1988
certain previously zero rated goods and services will be subject to VAT at
the standard rate. As announced on 6 February, the regime will aim to

minimise the tax and compliance burden.

§-21

4.33 Non-residential construction and property development will be liable
to VAT from 1 April 1989 with transitional relief for prior contractual
commitments. Landlords will be given the option to tax rents of non-
residential buildings from 1 August 1989. VAT will also be applieds »

& ﬂ”ffbiii'l» April 1989 tof ‘ protAectyi{ze boots and helmets supplied to

>< , employers; ad b~
i, C_news services, /s o S
" Kkt e appled i e S ;
% “  from 1 July 1990Ato@ 7" fuel and power supplied to businesses; zn/7;

¢ water and sewerage services supplied to
industry.

32

434 VAT relief for charities will be extended to charity fund-raising events,
certain types of advertising and medical sterilising equipment. Cars leased to
the disabled will be relieved of car tax.

433

Excise duty 435 The duty on unleaded petrol will be reduced by the equivalent of just
under 1p a litre (mﬁé{f a gallon) including VAT. A higher rate of duty will
be introduced on 2 and 3 star leaded petrol. This will add justeser,1p a litre
(51;3( a gallon) including VAT to the tax charged on these grades. “eacly

k-2

ITV levy 436 From 1 January 1990, the additional payments made by ITV
programme contractors will be assessed on a mixture of net advertising
revenue and profits.

.36
Tax administration 4.37 In the light of recommendations by the Keith mittee, changes will

be made:
Legan Gilw to update the system of m ry penalties for tax offences;
FST“‘A“‘X"' to modernis powers of the Inland Revenue to obtain information;

o Waged

improve compliance by employers.

436
Tax confidentiality 438 Criminal sanctions will be provided against unlawful disclosure of
information relating to a taxpayer by employees or former employees of the
Inland Revenue and Customs and Excise
) )
= erpliun’ )

) 'the structure of/fational

e 3% - T 2.
National Insurance 439 From [1] October,
| insurance contributionsp Employees will pay Class 1 contributions equal to 2
per cent of earnings belew/ the lower earnings limit (£43 a week in 1989-90)
/ & and 9 per cent of earnings above the lower earnings limit, up to the upper
+ earnings limit (£325 a week in 1989-90). Those earning below the lower
earnings limit will continue to pay,Class 1 contributions.
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4.40 From [2] October the rule Whereby state rctlrement pensxoners earning
more than £75 a week’ have their pensions reduced, and those earning over
£120 a week have their pension abated entirely, w"l‘l‘b‘q gbohshed The
public expenditure cost of abolition will be about £125 million in 1989-90
an]d AZSg/Z\illion in 1990-91. This cost will be met from the Reserve, and is
therefore not included in Table 4.1. (Nor does Table 4.1 include the
increased tax revenue that will flow from the changes,,£25 million in 1989
90 and £65 million in 1990-91.) At -

@ wmf o ﬁf 3
4.41 These changes to national insurance contributions and the pensioners’
earnings rule will be included in the Social Security Bill now before
Parliament.

\,\1\. \)\ w ("(_c\l-ku—é}-

(g,,-\*r-\\n.x\%ﬁ

| wolun¥o
G.3a NLe Qasc X % Odche (334 |
/) QTOM Feitg, ¥ £l ¢ G \ro,...
P f)"é’;}? 5&'{%“’:\‘& “‘g A
5 I de Al
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4 The Budget Tax and National Insurance Proposals in Deta :

Table 4.1 Direct effects of changes in taxation and national insurance

£ million
Estimated effect on receipts in:
See Annex 4 1989-90 1990-91
Paragraph numbers Changes from a Changes from Changes from
non-indexed an indexed an indexed
base base base
INLAND REVENUE
Income tax
1 Increase in single allowance of £180 and married allowance of £280 —1130 — —
2 Increase in additional personal allowance and widow’s bereavement
allowance of £100 = 0] — —
3 Increase in age allowances in line with statutory indexation —100 == ==
4 Extend higher age allowances for those aged 80 and over to
those aged 75 and over —10 —10 =15
5 Increase in income limit for age allowance of £800 =15 = e
6 Reduction in age allowance withdrawal rate =5 =0 =5
7 Increase in basic rate limit of £1 400 to £20700 —210 = —
8 Fringe bcneﬁts—&@%&&”ﬁﬁncrease in car benefit scales +90 4 \bo +90tibo +H0 +200
9 Removal of extra-statutory concession on additional housing costs +5 ] +30
10 Tax relief for private medical insurance for those aged 60 or over = = —40
11 Pension schemes—amendments to tax rules o i 7
12 Payroll giving to charities—increase in donation limit to £480 a year o J 2 o
13 Membership covenants to heritage charities =D 0 10
14 Liberalisation of profit-related pay legislation =40 =10 =15
15 Increase in approved employee share limits 2 X x
16 Employee priority in public offer of shares & £ &
17 Changes in material interest tests * * =0
18 Abolition of tax relief on new loans to buy Business Expansion Scheme
shares * * 5
19-Scheduie-E=change-toreeeipts-basis-of-assessment— 66 60 80—
20 Changes in settlements provisions where settlor or spouse can benefit 5 % X
21 Tax deductible from tax credit payments to US companies = = =
Income tax and corporation tax
22 Taxation of income, gains and profits of life assurance companies o] .7 #1125
23 Abolition of close company apportionment X
24 Capital allowances—safety at sports grounds and miscellaneous
amendments 72
25 Extension of relief for pre-trading expenditure™ s BF°
26 Subcontractor tax scheme—reduction in(’m; r"éq"if;ements == =% e
Income tax and capital gains tax b ud
27 Personal Equity Plans—increase in limits etc. D =D —10
28 LUnincorporated-businesscs—ses-off.af-trading losses-against-gaifis——~ - A R I T
Income tax, corporation tax and capital gains tax
29 Keith committee—administrative changes X ) X
30 Deep discounted bonds—taxation of uplift as income = = +15
31 Tax charge on switching investments in offshore funds L & B
Corporation tax
32 Increase in profits limits for small companies rate and marginal relief il = =35
33 Reduction in tax rate for certain unit trusts = = i
34 Relief for payments to ESOP trusts b = *x
35 Advance corporation tax amendments 2 i o
736 Sale of subsidiaries x Y i
Capital gains tax
37 No change in annual exempt amount o x +10
38 Restriction of gifts relief o » +25
39 Change in the rules for Lloyd’s underwriters = == *
* = Negligible — = Nil

6 BUDGET SECRET—BUDGET LIST ONLY



BUDGET SECRET—BUDGET LIST ONLY

BUDGET SECRET—BUDGET LIST ONLY

L Ko



: BUDGET SECRET—BUDGET LIST ONLY 0015
<k The Budget Tax and National Insurance Proposals in Detail o

: i .

Table 4.1 Direct effects of changes in taxation—continued

£ million
Estimated effect on receipts in:
See Annex 4 1989-90 1990-91
paragraph numbers Changes from a Changes from Changes from
non-indexed an indexed an indexed
base base base
Capital gains tax and corporation tax
40 UK branches of foreign businesses—changes affecting capital gains i % &
41 Technical changes associated with rebasing of capital gains x . i
42 Increase in capital gains chattels exemption to £5 000 o X &
43 Exemption of certain bonds from charges on capital gains x i &
Capital gains tax and inheritance tax
44 Gifts to housing associations & * i
Inheritance tax
45 Increase of £8000 in threshold =35 = =
46 Changes in rules for varying dispositions on death =5 5 +15
Stamp duties
47 Abolition of duties on shares +10 +10 —1000
48 Abolition of life assurance policy duty =20 =20 —80
TOTAL INLAND REVENUE —1505 — 1335 =5 HLE =985 190
CUSTOMS AND EXCISE
Value added tax
49 Revised registration rules 3D ) =100
50 Increase in registration limit * * L
51 Bad debt relief =0 —50 —150
52 Keith—review of default surcharge : =90 —20 =120
N\53_Beecovnery-of averpaid VATF-and-excisendtty———~—" N~ e e ——
54 Revised tax regime for construction, buildings and land +310 +310 +440
55 Change in liability of news services 5 5 +5
56 Change in liability of certain protective boots and helmets i * X
57 Change in liability of certain supplies of fuel and power — — +95
58 Change in liability of certain water and sewerage services = = x
59 Reliefs for charities o =5 =5
60 Relief for research and development cars =5 R =5 ¥ =0
Car tax
61 Relief for vehicles leased to disabled =5 -0 >5 ~lo =10
Excise duties
62 No change in rate of spirits duty = —65 =0
63 No change in rate of beer duty — —140 =155
64 No change in rate of duty on cider and perry = =5 =5
65 No change in rate of duty on wine and made-wine — —45 =0
66 No change in rate of duty on 4 star petrol etc. = —440 — 465
67 No change in rate of duty on derv — =95 —105
68 No change in rate of duty on minor oils == =10 et L)
69 No change in rates of tobacco products duties — =235 =250
70 Restriction on blending of duty-paid made-wine * il X
71 Determination of original gravity of beer X X E
72 Reduction in duty on unleaded petrol A0 -15 =30 35 =60 —10
73 Increase in duty on 2 star and 3 star petrol - =Y * _5 =S oo
TOTAL CUSTOMS AND EXCISE 165 4155 —870 o =935 -4lLo
Vehicle excise duty
74 No change in VED on cars, light vans and main lorry rates = —190 =210
75 Increase in VED ratés for taxis, buses and coaches +20 +20 +20
76 Increase in certain other VED rates +20 +20 +20
TOTAL VED +40 —150 —170
* = Negligible — =2
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Table 4.1 Direct effects of changes in taxation—continued

A4 million
Estimated effect on receipts in:
See Annex 4 1989-90 1990-91
paragraph numbers Changes from a Changes from Changes from
non-indexed an indexed an indexed
base base base
Other
77 ITV levy re-basing — = +50
78 Unauthorised disclosure of confidential information — — —
TOTAL OTHER — — + 50
TOTAL CHANGES IN TAXATION —1300"-\&o —1025_405 —2040 -1 33@
National insurance contributions :
79 Restructure employee contributions —985 —985 =285
TOTAL CHANGES TO NATIONAL INSURANCE —~i020® ~1620 —12835
CONTRIBUTIONS =985 = =
* = Negligible — = Nil
20 Redwu CQasg 2 covtvibuliows -35 AL 1S ~lE
2t &due CQass 3 enhibuXions ® » -5
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In light of recommendations by the Keith Committee,
s are proposed to

C§§>>simplify and update the system of interest and
monetary penalties for tax offences;

- modernise the Inland Revenue's powers for
info tion about a taxpayer under enquiry to allow
qu to be put to the taxpayer and provide

grea feguards Eﬂ;—h.a.n_a.n_hﬁ

- amend t I nd Revenue's search powers to provide
greater p ion foré;hmamhheg; :
b gy VvV
7Y

- improve comp ‘ané%gby employers in filing\ end of
year returns o A and NIC deductions.

~e

o
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Annex to Chapter 4

Explanatory notes to Table 4.1

Table 4.1 gives the direct effects of changes in taxation. Estimates are rounded to
the nearest £5 million. * Negligible ”” means less than £3 million.

The direct effect of a tax change is the difference between the yield of the tax which
would arise on the basis of the rate of tax, allowances, etc prevailing before the
Budget (the pre-Budget regime) and the yield after the changes proposed in the
Budget (the post-Budget regime). The difference in yield is generally calculated by
applying the pre- and post-Budget regimes to the same tax base. This base is the
post-Budget base—that is, the levels of income, consumption, profits, etc forecast
for future years on the assumption that all the measures proposed in the Budget
take effect.

Tax changes may cause changes in taxpayers’ behaviour, which in turn can alter the
tax base and hence revenue. The direct effects are estimated subject to the constraint
that, in general, total incomes and total expenditure are fixed at their post-Budget
levels. Thus the estimates in the table do not include income effects—that is, effects
arising solely from the impact of changes in taxes on disposable incomes. Nor do
they include the effects of changes in the tax base arising from changes in pre-tax
incomes, the general level of prices or other macro-economic variables which may
result from the proposed tax change. But other behavioural effects are taken into
account where it is thought that they will have a significant effect on the yield.

For Customs and Excise taxes and duties, all the estimates of yield incorporate the
effects of the tax changes on relative prices and associated changes in the pattern of
consumers’ expenditure. Aggregate income and consumers’ expenditure at factor
cost are assumed not to change. This is a slight modification of previous practice in
which nominal consumers’ expenditure at market prices, rather than at factor cost,
was held constant. Examples where behavioural effects are taken into account for
Inland Revenue taxes include the abolition of stamp duties on share transactions
and changes involving the take-up of a new or modified relief.

The post-Budget forecast of each tax given in Table 1.2 takes account of all the
effects of the measures announced in the Budget, and not just the direct effects
included in Table 4.1.

The figures in the first column of Table 4.1 show the direct effect of the Budget
proposals on receipts in 1989-90. Budget proposals are compared with a non-
indexed base—that is, with the pre-Budget regime of allowances, thresholds and
rates of duty at 198889 levels.

The figures in the second column show the direct effect of the Budget proposals on
receipts in- 1989-90, measured against an indexed base. The indexed base for 1989—
90 is obtained by increasing 1988—89 allowances, thresholds and rates of duty by 6-8
per cent, the increase in the RPI over the year to December 1988.

The figures in the third column show the direct effect on receipts in 1990-91, also
measured against an indexed base. For this comparison, both the Budget proposals
and the indexed base for 1989-90 have been further indexed by the forecast
movement in the RPI between the fourth quarters of 1988 and 1989 (shown in
Table 3.12).
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The remainder of this annex provides a commentary on the Budget proposals in
Table 4.1; the paragraph numbers refer to the lines in this table. Additional
information is provided for those proposals where the effect on tax liabilities in the
first complete year to which the change applies (full year effect) is substantially
different from the effect on receipts in either 198990 or 1990-91; or where the
impact of the proposal is expected to build up over a period of years.

. : intona doue S :
1to 5 The increases in the main-personal allowances are in line with the statutory

indexation provisions (based on the increase of 68 per cent in the RPI in the year
to December 1988). The higher age allowance currently given to those aged 80 and
over will be extended to those aged 75 yeass and over. The cost of indexation for
those aged between 75 and 79 is included in line 3.

6 The age allowance withdrawal rate will be reduced from £2 of allowances for
each £3 of income to £1 for each £2 of income above the limit of £11 400.

7 The increase in the basic rate limit is in line with the statutory indexation

provisions.
- ; one tnird
8 For 1989-90 the scales for taxing car benefits will be increased by 20-per-eent

from their 1988-89 levels.

9 The extra-statutory concession which has exempted from tax certain

reimbursements by employers of additional housing costs incurred by their
employees who have had to move with their jobs to more expensive locations will
be withdrawn from 6 April 1989, subject to transitional arrangements. A statutory
relief will be introduced to replace the extra-statutory concession which has

exempted e n-106 ated OVa 5 O-an charge-to-inco

10 Tax relief will be available (with basic rate relief given at source) for eligible
premiums paid in 1990-91 and subsequent years for private medical insurance for
those aged 60 years and over. The cost for 1990-91 assumes an increase in take-up
in the region of 10 per cent as a result of the new relief. Eventual costs will depend,
among other things, on the extent to which medical insurance for the over-60s is
promoted and taken up.

11 The amendments to the tax rules for pension schemes will mean that:

for tax approved schemes, earnings over £60 000 will be ignored for the purpose
of calculating benefits (consistent with a maximum pension of £40 000, or tax-
free lump sum of £90000). Other amendments will be made to the tax rules to
improve early retirement benefits, to allow a two-thirds final salary pension on
retirement after 20 years’ service between ages 50 and 70 and to simplify
calculation of tax-free lump sums. These changes apply to new schemes set up on
or after 14 March 1989 and to new members joining existing schemes on or after
that date;

employers will be able to set up top-up schemes with no limits on benefits, but
without tax privileges such as tax-free investment build-up;

new rules will allow surplus voluntary contributions to be returned to the
member instead of reducing benefits from the employer’s scheme. The voluntary
scheme will deduct a 35 per cent charge from the refund to recoup the tax
advantages enjoyed on contributions and build-up. There will be a further
liability on higher rate taxpayers;

changes will be made to the personal pensions tax rules to increase from 1988-89
the age related contribution limits. The increased limit will be subject to the
£,60000 earnings cap. And the rules for calculating tax-free lump sums will be
simplified.

These measures are expected to have a broadly neutral revenue effect in the early
years.
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12 The limit on charitable donations qualifying for relief under payroll deduction
schemes will be increased from £240 to £480 from April 1989. The cost will
depend on take-up.

13 The conditions for relief for charitable covenants will be relaxed so that where a
member of a heritage charity is given free entry to view the charity’s property, that
benefit will not disqualify the covenant payments from relief. The cost will depend
on take-up.

14 Amendments to the profit related pay (PRP) legislation will:
abolish the ““5 per ceg,t«asst "’ on a PRP scheme’s eligibility for registration;
asWn
increase to £4 000 fe,\lix}nit on the amount of PRP attracting tax relief;

V4
(Y &,\ allow scheme employers to alter, subject to conditions, the rules of PRP schemes
l/l éf already registered; and
/ ; : ke T
[ enable PRP schemes to be registered for certain employment units using the

profits of the whole business rather than of the employment unit itself.

15 The annual limit on the value of shares which may be given to an employee
under an approved all-employee profit-sharing share scheme will be increased, with
effect from 6 April 1989, from /1250 (or 10 per cent of pay up to a maximum of
£5000) to £2000 (or 10 per cent of pay up to £6000). The limit on monthly
savings made by an employee under an approved savings-related share option
scheme will be increased, from a day to be appointed, from £100 to £150. The
maximum discount on the share price at which options may be granted under these
schemes will be increased from 10 per cent to 20 per cent. The use of consortium
shares in an approved employee share scheme will be extended to any member of a
consortium owning 5 per cent or more of the company’s ordinary share capital in
place of the previous 15 per cent limit.

16 There will be relaxations in the conditions under which income tax relief is
given to employees who benefit by virtue of their employment from priority in
applying for a public offer of shares.

17 Changes will be made in the material interest tests relating to an employee’s
eligibility to participate in an approved employee share scheme or a registered
profit-related pay scheme, and an individual’s entitlement to close company interest
relief. Subject to certain conditions, shares held by a trust of which the employee is
a beneficiary will be disregarded when reckoning whether he has material interest.

18 Relief for interest on loans to acquire Business Expansion Scheme shares on or
after 14 March 1989 will be abolished.

T19 From 6 April 1989 Schedule E emoluments wil sessed for the year in
A which they are received instead o or which they are earned. There will be
S | a transitional cos m 1992-93 when the transition is complete, there will be
al yield of about £50 million.{

20 A change will be made to the provisions which treat certain settlement income
as the settlor’s for higher rate tax purposes to ensure that income from outright gifts
between husband and wife will be treated under Independent Taxation as the
income of the recipient of the gift. For certain other settlements the present rule
will be extended to the basic rate producing a small revenue yield.

21 Legislation will be introduced to make clear the amount of UK tax that is
deductible from UK tax credits to which non-residents may be entitled under a
double taxation convention. This measure will prevent a potential Exchequer loss
of about £15 million a year.

BUDGET SECRET—BUDGET LIST ONLY 3
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22 From 1 January 1990, the rules for taxing life assurance companies will be
changed:

to allow relief for the expenses of pension, general annuity and other life
assurance business only against their respective profits;

to spread the relief for the costs of acquiring new business (other than pension
and general annuity business) over seven years, subject to transitional
arrangements in the first four years to phase out the present immediate relief; and

to reduce the corporation tax rate on income and capital gains a;lénmtbie
policyholders to 25 per cent. il

The yield in 199091 and the immediately following years is reduced by the
proposed transitional arrangements, and by the carry-forward of unrelieved
expenses from past years. The yield in all years depends on developments in the
industry, particularly in the level of new business, and is therefore highly uncertain.

23 The apportionment rules for close companies will be abolished. A higher rate of
corporation tax equal to the higher rate of income tax of 40 per cent will be
introduced for close investment companies which distribute less than a specified
percentage of their profits. A close investment company will no longer get tax
relief for interest payments, annual payments or management expenses unless these
would have been deductible if paid by an individual.

24 The legislation relating to capital allowances for safety expenditure at sports
grounds will be amended from 1 January 1989 to take account of the extension of
safety certificate requirements to regulated stands at undesignated sports grounds.
Minor amendments will be made to the capital allowances legislation to correct
defects and anomalies in advance of the consolidation of that legislation.

25 The period for which relief ma); be available for business expenditure incurred
before a trade begins will be increased from three to five years. The cost of this
proposal will take some years to build up and could amount of tens of millions of

pounds.
aye vweo (R

26 Subject to consultation, therequirements of the scheme for subcontractors in

the construction industry will be reduced, forexample by-aggregation-of small
payments-onto-a-single voucher—~

27 The main changes are:
an increase in the overall annual limit on investment in a Personal Equity Plan to

L£4800;

within that an increase in the limit for investment in authorised unit trusts and
investment trusts to £2 400, coupled with a new requirement that the trust must
invest mostly in UK equities;

significant simplifications for plan managers; and
the facility for new share issues to be brought within plans.

The costs assume take-up in the region of 400 000 in the first full year. The cost is
likely to reach £30 million after five years.

29 In the light of recommendations of the Keith Committee, administrative
changes will be made:

to update the system of monetary penalties for tax offences in line with inflation
and remove obsolete penalties;

to introduce a uniform time limit of 20 years for recovery of tax lost through
default;
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to allow taxpayers further time to claim reliefs where an Inspector discovers that
further tax is due;

to modernise the Inland Revenue’s powers to obtain information about a
taxpayer under enquiry, to allow questions to be put to the taxpayer, provide
greater safeguards for the taxpayer and protect audit papers and tax advice from
disclosure by his accountant;

to amend the Inland Revenue’s search powers to provide greater safeguards for
the taxpayer;

to create a new criminal offence for the deliberate destruction of documents
called for under the Inland Revenue’s information powers;

to change the filing date for returns of PAYE and NIC deductions by employers
from 19 April to 19 May, tighten up the penalties for late filing gradually over a
period of years, leading to the introduction of automatic penalties for all late
filing (but not before 1995).

The effect on revenue in subsequent years is expected to be small.

30 From Budget day the existing corporate deep discount legislation in Schedule 4
ICTA 1988 will be widened to include non-variable deep discounted securities
issued by non-corporate borrowers. On a sale or redemption the accrued discount
will be taxed as income. Any excess or shortfall will be taxed as a capital gain or
loss unless the security is exempt from capital gains tax as a qualifying corporate
bond. Where deep discounted securities have variable features so that the precise
accrued discount at any particular time cannot be determined in advance (including
certain index linked bonds), the whole of the uplift between cost price and sale or
redemption price will be taxed as income. The eventual yield is uncertain but is
estimated at around /50 million.

)

31 A tax charge will be imposed on UK investors on gains when they switch
holdings within an offshore fund.

32 The profits limit for the small companies’ corporation tax rate of 25 per cent for
financial year 1989 will be raised from £100 000 to £150000 and the limit for
marginal relief will be raised from /500000 to £750 000.

33 From 1 January 1990 all unit trusts that are UCITS (Undertakings for
Collective Investment in Transferable Securities) under the relevant European
Communities legislation will be subject to corporation tax on their income at a rate
of 25 per cent. The cost will rise to about £20 million from 1991-92 onwards.

34 Payments made by a company to an ESOP trust will be deductible in
calculating its, ¢ reoration tax liability where the trust meets conditions aimed at P
ensuring tghe aoé%u\meg‘ of shares in tille compar)f;/é;ﬁs employees, o Similacterms ;Mi A

7 Wihaiam arpval e
. . . . NA\. .
35 Various minor changes will be made to the advance corporation tax (ACT) 5
rules concerning a company which is part of a group or consortium.

36 Measures will be introduced to counter avoidance of tax on disposals of
subsidiaries in ways which could cause a substantial loss of tax.

37 The capital gains tax annual exempt amount will remain at £5 000 in the case of
individuals and /2500 in the case of most trusts.

38 Capital gains tax gifts relief (which allows deferral on gifts) will be restricted to
certain types of gift, the main categories being gifts of business and heritage assets
and gifts on which there is an immediate charge to inheritance tax. The revenue
yield in 1991-92 is estimated at £40 million. The change will not affect gifts to
charities or between spouses.

39 The capital gains tax rules and rules about the transfer of securities applying to
assets held by Lloyd’s underwriters in their premiums trust funds will be amended
to facilitate stock lending to market makers.

BUDGET SECRET—BUDGET LIST ONLY 5
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Capital Gains Tax and 40 Changes will be made to the rules for the taxation of capital gains of foreign
Corporation Tax businesses with UK branches or agencies or with operations on the UK continental
shelf. The main effect will be to counter possible developments which could lead to
a significant loss of tax.

41 Technical changes will be made in relation to the application of the provisions
in the Finance Act 1988 for rebasing the taxation of capital gains to 1982 in certain
special situations.

42 Chattels with a disposal value of less than £3 000 are exempt from charges on
capital gains. The limit will be ra-igﬁg to £6000.

43 Certain sterling bonds will be exempted from capital gains tax and corporation
tax on gains. The main effect will be to counter use of the indexation allowance in
ways which could cause a significant loss of tax.
: : PR e B . o : . . . '
Capital gains tax and 44 Geuam@xfts,\to registered housing associations will qualify for capital gains tax
Inheritance Tax deferral and inheritance tax exemption.

Inheritance Tax 45 The estimated full year cost of indexation attributable to taxable estates in 1989—
90 is £80 million.

46 The facility for varying the disposition of a deceased person’s assets will be
limited to those variations making adequate provision for his or her dependants.
Stamp Duty | 47 The following stamp duties will be abolished from 1 April 1990:

t ad valorem-duty on the transfer of UK registered securities;
\

_the 4 per ¢

stamp duty reserve tax;

the 14 per cent duties on the conversion of UK shares into depository receipts or

o P ] ’ 8
\eg‘\m{c&r Andges wilk eesuce their transfer into clearance services;
Doy 3a e V"?’(""\' e | Yo associated charges on | er shares and unit trusts units; and

{ Beqal | ‘(OJ O(vxi Qm‘u’\ta‘s
(e\rw\?'c Al&\\?l '\)ch' (x\\w\Q dohies

certain fixed duties on sHare transfers.

N N\
O~ ™2 Save Qo oS Announcement of the a ‘o\lit,i n of these duties is expected to lead to some rise in
("«chbustfb Tnendiont . the value of share transaéki\onE hat will mean an increased yield from stamp
duty and value added tax in.1' 90 and from some other taxes, eg capital gains
\L_ tax in later years. The figures in Table 4.1 take account of these additional yields.

s

48 Life assurance policy duty will be abolished from 1 January 1990. The cost in
1990-91 takes account of the consequential change in corporation tax liability.

gu—

Value Added Tax Q9 The present VAT registration rules will be replaced by a single requirement
ased on turnover in the previous twelve months. The existing rules based on
anticipated turnover will still apply, in modified form, to large businesses and short
term events. |

50 From 15 March 1989, the registration limit will become £23 600 a year.

{ 51 A comprehensive system of VAT relief on all debts which are more than 18
months old and which have been written off in the trader’s accounts will be
introduced. Repayment of the relief, or part of it, will be required where the debt

e

53 The right of taxpayers to recover overpaid VAT, excise duty [and car tax] will
be confirmed—subject to certain conditions—and procedures established which
will enable VAT accounting errors to be corrected.

54 From 1 April 1989, VAT will be applied at the standard rate to the construction
and sale of new non-residential buildings. From 1 August 1989, landlords will be

able to opt to charge tax on their non-residentig{_ property and land transactions and

VAT at the standard rate will be applied, in &t circumstancesg to building landcfnee

fhis 1S ne weasony o LnSace

; BUDGET SECRET—BUDGET LIST ONLY u: conpoinie.
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-

Tenants whose landlords opt to tax existing leases will pay tax on only half of the
rent in the first year. In-the case-of-charities the phasing in period will be five years!

Transitional relief will allow zero rating to continue for certain developments

where legal commitments had been entered into before 21 June 1988.

55 From 1 April 1989, VAT will be applied at the standard rate to news services

(but not newspapers).

e e Fenant™

W3 acdhad

|

56 From 1 April 1989, VAT will be applied at the standard rate to protective boots

and helmets supplied to employers.

57 From 1 July 1990, VAT will be applied at the standard rate to fuel and power

supplied to businesses.

58 From 1 ]uly 1990, VAT will be applied at the standard rate to water and

sewerage sc services supplied to industry.

G‘ow\ \ \Oq\,\\

59,VAT relief for charities will be extended to charity and certain other fund-

raising events, medical sterilising equipment and classified and certain other types of

advertising.
&

60 From 1 Mg'uy 1989, all cars used by manufacturers for research and development

purposes will be relieved of VAT.
i Axnl

Car Tax 61 From R.oyal-Assent, vehicles leased to the disabled will be relieved of car tax.

Excise duties 62—69 There will be no change in the rates of duty on alcoholic drinks, tobacco

products and most hydrocarbon oils.

70 The duty arrangements for made-wine will be brought into line with those

applicable to wine ?of fresh grapesiby prohibiting duty-paid blending.

71 The rules for determining the original gravity of beer for duty purposes will be

clarified.

72 The duty on unleaded petrol will be reduced by the equivalent of D’fp a litre

(34p a gallon) including VAT.

73 A higher rate of duty will be introduced on two and three star leaded petrol.
This will adezﬂa a litre (3p¥a ggllon) mcludmg VAT to the tax charged on these

1 ~ grades. Ce

19909=9%. VM‘\R M intoease Va cLuc\'v&- Mrcwmw e&uk fnis L\N\

\"‘Q—‘K"\h& as o m““‘ék e#\tc\td ,5\.\5\\1,\\\,\ mvﬂ  Fo \Av\\(n:kht.\ PM\

Vehicle excise duties 74 There will be no change in the duties on cars, light vans, motor cycles and most

lorries.

75 From 15 March 1989, the number of duty rates for taxis, coaches and lorries

will be reduced from over sixty to five and rates will be adjusted.

76 From 15 March 1989, the rates of duty on certain rigid lorries will be increased
to bring them more into line with rates for articulated vehicles of similar gross
weight. The rate of duty for special types capable of carrying very long, wide or

heavy loads will be increased to £3 100.

Other 77 From 1 January 1990, the additional payments made by ITV programme
contractors will be assessed on a mixture of net advertising revenue and profits.

78 Criminal sanctions will be provided against unlawful disclosure of information

relating to aﬁa-&éenaﬁa-b-le taxpayer by employees or former employees efrevenue
dﬂ?a*emeﬂ{‘&- OB_ \\'RL \V\\.uvc\ Reutwve GwA

National Insurance 79 From 2.October 1989, employees will pay Class 1 contributions equal to 2 per
Contributions cent of earnings below the lower earnings limit (£43 a week in 1989-90) and 9 per
cent of earnings above the lower earnings limit, up to the upper earnings limit

) (£325 a week in 1989-90). Those earning below the lower earnings limit will

continue to pay no Class 1 contributions.
CT . ) W Fem 2 Odwlec (A1) (lass b volun
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MTFS FISCAL PROJECTIONS

This submission sets out provisional fiscal projections for the
MTFS period. It shows projections of government revenue - after
allowing for the effects of the Budget as in Mr Culpin's revised
scorecard of 24 February - and projections of government
expenditure. It then sets out projections of the fiscal
adjustment for two alternative PSDR paths. Finally it considers

presentational issues that these projections raise.
A. General government receipts

2 Table 1 shows our projections of revenues before any fiscal
adjustment but after allowing for the Budget package in the latest
scorecard. They are consistent with a constant underlying tax
burden after 1989-90, ie with a tax burden that would be constant
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if the effects of the 1988 and 1989 Budgets were taken out of the

figures. These projections are extremely provisional: recent

costings from the revenue departments have, in fact, been pointing

to rather lower tax receipts than assumed in this submission.

H There is a risk of quite substantial further changes to the
V“ projections by the end of this week.
Table 1: General government receipts
£ billion, cash
1987-88 1988-89 1989-90 1990-91 1991-92 1992-93
Taxes on incomes,
expenditure and
capital 1332 144.8 156.3 163.5 172.0 181.2
National insurance
and other
contributions 25.0 32.8 34.5 35.8 378 39.9
Interest and
dividends 6.1 6.8 6.9 6.7 6.3 5.6
Other receipts ) 6.5 6.7 6.2 6.5 7.0
General government
receipts 173.5 31950 9 204.4 212.2 222 46 233.8
Of which
North Sea tax 4.7 3.2 2l 2.4 e 2.6
- The build up of the effects of the 1988 and 1989 Budgets
causes a reduction in the tax burden over the period to 1991-92
(see table 2). The introduction of independent taxation is now

estimated to be worth about % percentage point off the tax burden

by 1991-92.

a % point
1990-91.

reduction

in the

tax burden between

The build up of the 1989 Budget package accounts for
1989-90

and
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Non-o0il tax burden before post 1989 fiscal adjustments

1987-88 1988-89 1989-90 1990-91 1991-92 1992-93

Projected 37.7 37 .5 37.6 37.0 36.7 36.7

e ——

Before 1988 and
1989 Budget

changes

< 38.4 39.2 39.2 3922 39,2

4. The flat "Budget-adjusted" or "underlying" tax burden after
1989-90 shown in the second row of table 2 appears at variance
with our estimate that real fiscal drag normally tends to add
about 0.2 percentage points a year to the tax burden. The
projections allow for a large fall in the effective tax rate on
corporate profits, the result primarily of the build up of capital
allowances following the 1984 corporate tax reform against the
background of little growth in ICCs profits. The latest detailed
set of tax projections that we have from Inland Revenue shows
capital allowances used by non-oil ICCs and financial companies
rising from about £16 billion in 1987 (affecting tax payments in
1988-89) to over £30 billion in 1991 (affecting tax payments in
1992-93). This on its own would account for a 0.5 percentage
point fall in the total non-oil tax burden between 1988-89 and
1992-93, and offsets the positive real fiscal drag arising in

other parts of the tax system.

S5 It goes without saying that the corporation tax projections
are extremely uncertain. Even if we knew past and future
aggregate profits and investment with certainty there would still
be a substantial margin of error around the projections, and the
scope for error is greatly increased by the problems with the
national accounts data for 1987 and 1988. Other things being
equal, the projections for tax payments would obviously be higher
if we used the published data for the recent level of investment

rather than our own higher estimates.

B. General government expenditure

6. Table 3 shows our central projections of general government
expenditure, given the MTFS assumptions on output, inflation etc.
The public expenditure planning total is projected about
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£1% billion above the level in the public expenditure White Paper
in 1990-91, and more than £3 billion above the White Paper level
in 1991-92.

e Gross debt interest payments are projected lower than in the
White Paper for 1990-91 and 1991-92 despite a higher than expected
estimated outturn in 1988-89: the projections for the future have
been revised down because the debt interest path in the White
Paper was constructed on the basis of a zero PSDR after 1989-90
and hence a higher stock of debt than is now projected. (The debt
interest figures shown in table 3 have been derived on the
assumption of a PSDR of £8 billion in 1990-91, £6 billion in
1991-92, and £4 billion in 1992-93.)

8. The overshoot of debt interest in 1988-89, despite a higher
debt repayment, was mirrored in higher debt interest receipts.
Higher interest rates and the increase in the foreign exchange
reserves contributed to both higher payments and higher receipts.
The path of net debt interest is shown below, together with an
approximate estimate of the contribution of debt repayment, given

the interest rates we are projecting.

£ billion

1987-88 1988-89 1989-90 1990-91 1991-92 1992-93
Net debt
interest 11.6 JEliss 10.0 8.5 7 A L 75
Approximate
contribution
of PSDR -0 -1 -2% -3 -3% -4
Cumulativedhx
PSDR T s =3 -17 -29 -37 -43 -47

It(appears>that the cumulative repayment of debt may explain about

three quarters of the projected decline in net debt interest
between 1988-89 and 1992-93. The other contributors are an
assumed relative fall in UK interest rates, and a decline in the

inflation uplift on index-linked gilts.




BUDGET SECRET

Tabl,3: General government expenditure

£ billion, cash

1987-88 1988-89 1989-90 1990-91 1991-92 1992-93
Public expenditure
planning total 145.7 150.6 167.2 180.9 195.0 o0 57
Gross debt interest 17.7 18.3 17 .9 1552 14.0 131
Other adjustments 8.3 99 9.8 Y5 8.6 8.5
General government
expenditure 171.8 178.8 194.1 205.7 217.5 2271.3
Privatisation
proceeds -5.2 -7.0 -5.0 -5.0 -5.0 -5.0
General government
expenditure
excluding
privatisation
proceeds 177.0 185.8 199.1 210377 222.5 23253
GGE excluding
privatisation proceeds
(per cent of GDP) 41.6 39.4 39.2 L e B 39.0 38.6
U1y S0 519 §71 b0
9. The projected levels of general government expenditure are
slightly above the path published in the Autumn Statement, while

the projected

ratios of GGE to money GDP for 1989-90 onwards are

the same as in in the Autumn Statement.

9%

| Y

!

2//}
2,/ u

Table 4: Comparison of paths for GGE excluding privatisation proceeds

€ billion

Projections as in
table 3

White Paper*
per cent of GDP

Projections as in
table 3

White Paper

1988-89 1989-90
185.8 199.1
186.9 198.7
39.4 39.2
39% 39%

* rounded for 1990-91 onwards

1990-91

210.

210,

394

39

7

0

1

1991-92

222:5
221.0

1992-93

232.3

38.6
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. i PSDR and fiscal adjustment paths

10. Bringing together the fiscal projections considered in
sections A and B, table 5 shows our central estimate of the fiscal
adjustment available in 1990 and later years for two different
assumptions about the path of the PSDR. (We have not shown a case
with a PSDR path starting with more than £8 billion in 1990-91,
because of the initial increase in taxes that such a path would

imply.)

Table 5: Alternative paths for the PSDR

1989-90 1990-91 1991-92 1992-93

Case 1
PSDR (£ billion) 12 8 6 4
PSDR (% of GDP) 2% 1% 1 %

Annual fiscal adjustment
(£ billion) 0 -1 3

Cumulative fiscal
adjustment (£ billion) 0 -1 2

Non oil tax burden /
after fiscal

adjustment (per cent) 37.6 37 -1 37 .10 36.1
Case 2

PSDR (£ billion) 12 8 4 0
PSDR (% of GDP) 2% 1% % 0

Annual fiscal adjustment
(£ billion) 0 1 5

Cumulative fiscal
adjustment (£ billion) 0 1 6

Non oil tax burden
after fiscal
adjustment (per cent) 37.6 37.1 36.6 35.4

11. These projections suggest that a large fall in the PSDR will
be required over the next two year if any further tax reductions
are to be made in the 1990 and 1991 Budgets. This is because of
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the build up of the effects of the 1988 and 1989 Budgéts
(especially in 1990-91), the growing importance of capital
allowances discussed earlier, and two years of below trend growth

in output*.
D. Presentational issues
(i) Expenditure

12. The expenditure figures published in the MTFS - which will,
of course, be rounded - will include the public expenditure White
Paper planning total path up to 1991-92. The normal convention is
to stay with the planning total figures shown in the PEWP, but to
allow changes in economic assumptions to come through in debt
interest and "other adjustments". (In practice, however, figures
for total GGE have not differed materially from those shown in the
PEWP, at least in the last 2 years). Our current projections
point to a lower debt interest path than shown in the White Paper,
which assumed a £10 billion PSDR in 1988-89 and 1989-90 and zero
PSDR thereafter. By contrast, the path of "other adjustments"
that GEP are proposing for publication in the FSBR involves upward
revisions since the White Paper. If we adopted the PEWP planning
total and the current central projections for debt interest, we
would end up showing GGE at virtually the same 1level as in the
PEWP in 1989-90 and 1990-91, but £1 billion below the PEWP path in

13. As usual, GEP are anxious not to show any change from the
figures for the planning total shown in the PEWP. This year,
however, the 1989 Survey will be held on the basis of the new
planning total, and this means that the main benchmark will have
to be the GGE figures (both for departments and for outside
commentators). The cash figures for GGE in the FSBR will

therefore be of more than normal significance. The lower are the

* Qur standard ready reckoner of the effects of variations in
economic growth on the PSDR would suggest a reduction in the PSDR
of 0.2 per cent of GDP in 1989-90, a further reduction of 0.3 per
cent of GDP in 1990-91, and a further 0.1 per cent in 1991-92, as
a result of the period of below trend growth in output.
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figures published in the FSBR the more demanding the starting
point against which the outcome of the Survey will be judged at
the time of the 1989 Autumn Statement. And a reduction now in the
figures for GGE might suggest to Departments that there was extra
room within the total for programme increases. It would therefore
be helpful to retain the PEWP GGE cash figures.

14. We can achieve this by relatively minor changes to the debt
interest figures: the largest change would be for 1991-92 where we
would need to raise debt interest by about £1 billion compared
with our central projection. The scope for changing the debt
interest projections is, of course, constrained by the requirement
that the published path should be defensible in relation to the
projection of the PSDR; but even with this adjustment to the 1991-
92 debt interest figure we would be showing almost a £4 billion
fall in debt interest payments between 1988-89 and 1991-92
compared with just over a £2 billion fall in the PEWP.
Commentators would probably think we had taken adequate account of

the prospective repayment of debt.

Gross debt interest payments fbillion
1988-89 1989-90 1990-91 1991-92
PEWP 1757 17 16 1555

Path now needed
to achieve PEWP
GGE numbers 18.3 16.5 15 14.5

15. Assuming we do keep the rounded PEWP numbers for GGE, we will
continue to show a declining ratio of GGE excluding privatisation
proceeds to GDP, with (for 1989-90 through to 1991-92) ratios at
the same level as in the PEWP. ’

16. For 1992-93, it has been agreed that the MTFS will show
1 per cent growth in real GGE; our central projection is for more
like 2 per cent real GGE growth. The consequence of showing just

1 per cent real growth in GGE will be to increase the projected
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annual fiscal adjustment in 1992-93 by some £2 billion (to
£5 billion in case 1 and £6 billion in case 2), unless we make

some offsetting adjustments to the projections of revenue.

17. In the MTFS table which sets out the details of expenditure
(table 2.3 in the most recent draft), we propose to show figures
for the old planning total and "other adjustments" for 1992-93,
even though figures on this basis will not be promulgated again.
There is an argument for not doing so, but, on balance, it seems
better not to arouse unnecessary suspicions by departing from
normal practice at this stage. Table 6 shows the figures for
expenditure that might appear in the MTFS. (Following the
convention adopted in the 1988 Autumn Statement, debt interest and

other adjustments are rounded to the nearest £0.5 billion, not, as

previously, to the nearest £1 billion.)

Table 6: General government expenditure (rounded as for MTFS table 2.3)

1987-88 1988-89 1989-90 1990-91 1991-92 1992-93
Public expenditure
planning total 145.7 150.6 167 179 192 200
Gross debt interest 17.7 1843 16.5 15 14.5 14
Other adjustments 8.3 9.9 10 105 938 9:5
General government
expenditure 171.8 178.8 194 205 216 223
Privatisation
proceeds -5.2 -7.0 -5 -5 -5 -5
General government
expenditure
excluding
privatisation
proceeds 177.0 185.8 199 210 221 228
(Memo: ratio
of GGE ex pp
to GDP) 41% 39% 39% 39 38% 38
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(ii) Tax and the fiscal adjustment

18. The two sets of PSDR/fiscal adjustment profiles shown earlier
indicate that it is difficult to obtain a reasonably stylised PSDR
path which yields a smooth series for the fiscal adjustment. Both
the PSDR options shown in table 5 show low or negative fiscal
adjustments in 1990-91 and 1991-92, followed by a large positive
figure in 1992-93. This is largely unavoidable given the build up
of Budget effects on taxes; and it would be consistent with what
we say in the latest draft of the MTFS about the cycle and the
PSDR* to have a bigger fall in the PSDR in 1990-91 and 1991-92
than in 1992-93.

19. We do of course have some latitude to change the tax
projections to increase the cumulative fiscal adjustment over the
whole period, and/or to smooth out the yearly pattern. But we
have to be careful: there is some merit on tactical/public
expenditure grounds for relatively low fiscal adjustments in the
next year or so; and it would be risky to pretend that the last
two Budgets had not pre-empted some of the fiscal adjustment which
would otherwise have been available over the next years or so.
And if we now set too ambitious a target for the 1990-91 PSDR and
the projections in this note turn out to be correct, we could at
the time of the 1990 Budget face the choice of either raising
taxes or reducing the PSDR compared with the path established in
the 1989 MTFS.

20. The net effect of the presentational adjustments to
expenditure - which will involve publishing lower GGE figures than
our central projections - together with some smoothing of taxes
might get us to a publishable fiscal adjustment path wusing the
"Case 2" PSDR path as considered earlier.

* "The PSDR will tend to be increased by GDP growth above trend,
and to be reduced by below trend GDP growth."
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Possible annual fiscal adjustment path for publication

(£billion)
1990-91 1991-92 1992-93
PSDR Case 2 1 1 4

21. To obtain this path of the fiscal adjustment we would have to
adjust our forecast path of revenues by some £% to £% billion in
1990-91 and 1991-92 and make a rather larger downward adjustment
to revenue growth (around £3% billion) in the final year. Rather
larger adjustments would be needed to obtain a publishable fiscal
adjustment path if the "Case 1" PSDR path were adopted and this is

probably not very attractive.
E. Decisions
22. The main decisions to be taken are:
- what PSDR path to adopt
- the extent to which we should smooth our projections of
revenues to even out the path of the fiscal adjustment,
and possibly increase the cumulative fiscal adjustment

over the whole MTFS period

- should we aim to show cash GGE figures up to 1991-92

unchanged from the White Paper

S J DAVIES
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1989 FSBR: CHAPTER 5

I attach a copy of the amended proofs of Chapter 5 of the FSBR
which takes on board the comments made by you and the Chief
Secretary last week.

2. A paragraph on Budget measures (5.04) has been added and the
figures for 1988-89 have been amended to take out the £483 million
Electricity Council tax payment which is not now expected this
year. The text of paragraph 5.06 has been modified accordingly.
However, the figures for 1988-89 estimated outturn for the
planning total are still being updated and will be cleared with
the Chief Secretary early next week. The figures for GGE, GDP and
the GDP deflator have also yet to be settled. The final figures
will be incorporated next week.

3 The proofs have to be returned to the printers on Friday so I
would be grateful for any further comments you may have by noon

tomorrow.

7l
(

MRS R J BUTLER
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5 Public expenditure

5.01. The Government’s expenditure plans for the next three years were set
out in the 1988 Autumn Statement (HC 695) and in detail in the 1989 public
expenditure White Paper (Cm 601-621). They are summarised in Table 5.1.

L 7
A
ﬂl"»’) N

Changes since previous 5.02. The planning total for 1989—90 remains unchanged from the level
Budget shown in the last FSBR; the planning total for 1990-91 has been increased
by £33 billion. In both years, extra resources have been provided to meet
the Government’s priorities, including substantial additional sums for health,
law and order, defence and roads. Provision for local authority current
spending and the UK’s net contribution to the European Communities is

also higher.
Table 5.1 Publi¢expenditure
£ billion
198788 198889 1989-90 1990-91 1991-92
Outturn Estimated Plans Plans Plans
outturn
Department “

(.c Social Security 46-3 47-4 510 55-3 58-7
Health 1197 21-3 232 24-4 25-4
Defence 189 19-0 201 21-2 22:1
Education and science 17-1 18-4 19-6 20-2 20-8
Home Office and legal departments 65 7-2 8-0 8-4 8:6
Transport 4-6 4-8 5-4 5:5 5-7
Scotland 81 87 9-0 9:1 g7
Wales 38 36 3-8 3:9 4-0
Northern Ireland 4.9 5-6 5-5 57 5:9
Other departments 214 2172 231 237 252
Privatisation proceeds —5 =0 =i5:0 =50 =50
Reserve S 7-0 10-5
Public expenditure planning total 1457 15+ 150t 167-1 179:4 1916
General government gross debt interest' 17:7 18-3 16:5 154 Al 7%
Other adjustments! 8:3 94 9 94 9 9% 10, 9 iy
General government expenditure 1717 178-8 1934 S 205 216
General government expenditure
excluding privatisation proceeds:

in real terms (base year 1987-88)? 177-0 1736 178-1 181-9 185-8

Lz as a percentage of GDP? 413 39'% 39/ 38% 39 3%

11990-91 and 1991-92 figures rounded to nearest £} billion.
2 Using GDP deflator and money GDP on the same basis as in Table 2.1.

BUDGET SECRET—BYbGer Ust onyw ﬁ'ﬁ;/} :
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Public spending trends

Budget consequences

J

1988—-89 outturn

Table 5.2

5.03. General government spending, excluding privatisation proceeds, has
fallen from 463 per cent of GDP in 1982-83 to [39] per cent in 1988-89. The
expenditure plans to 1991-92 are consistent with the Government’s policy of
reducing the share of national income taken by total government spending.
The move to Budget surplus has reduced the burden of debt interest, and the
fall in unemployment has made savings possible in the social security,
employment and training programmes. These savings, together with higher
housing receipts and reduced agricultural market support have made room
for increases in priority programmes within the declining trend of total
expenditure relative to national income.

5.04. The public expenditure cost of abolishing the earnings rule for state

~“retirement pensioners/will be charged to the Reserve, and will not add to

planning totals. The public expenditure cost of extending VAT to non-
residential construction and property development was incorporated in the
plans set out in the 1988 public expenditure White Paper.

5.05. The latest estimates for the outturn for the planning total in 198889,
which are still subject to some uncertainty, suggest that it is likely to be
£[151-1] billion, £[5-8] billion below the plans shown in the 1988 public
expenditure White Paper and the 1988 Budget (of which £2 billion
represents increased prxvatlsatlon proceeds) and /£[2-3] billion below the
outturn figure shown in the 1989 public expenditure White Paper. A
breakdown is shown in Table 5.2.

Comparison of plans and estimated outturn for 1988-89
1988-89 £ billion

Plans! Estimated Outturn
outturn minus
plans

Central government? 114-3 114-3
Local authority? 42:6 42-9 +0-3
of which:

relevant expenditure 33:2 34-5 +=1-2

other current 5-4 5:3 —0-1

capital 40 31 —-09
Nationalised industries and
other public corporations 1-4 04 4 =05 -0
Privatisation proceeds =50 —7:0 =20
Reserve 35 —35
Public expenditure planning total 1569 4—51"£ L 58 _ 2

! Plans from The Government's Expenditure Plans 1988—89 to 1990-91 (Cm 288), adjusted for classification
changes.

2Excluding finance for nationalised industries and other public corporations.
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0 5.06. The major changes in 1988—89 between programme plans in the 1988
WW@'»‘—') ' White Paper and the estimated outturn are:
W4 &2

T central governmentlgncreases arising from NHS pay settlements (£0-9

eb 7 billion), a capital grant of £0-4 billion associated with the sale of Rover
. (e 5 1F to BAe,and finance for the recapitalisation of Shorts Brothers prior to
o IV s rTA A privatisation (£0-4 billion), are offset by reductions in social security
A expenditure (£1-0 billion) due mainly to the fall in unemployment; lower
X, — 3 payments by the Intervention Board for Agricultural Produce (£0-4
billion) and lower expenditure on employment programmes (£0-4
') billion);

r ‘\‘ A ‘l\ Y, " local authorities: an overspend of £1-2 billion on planned current
/ A\ \ \y™ / expenditure and a net underspend of £0-9 billion on capital expenditure,
S\ N /\ ,‘ reflecting higher gross spending (£1-2 billion) offset by higher receipts
Sl (£2:1 billion);

L~ cwun?m( i-0
) [ nationalised industries and other public corporations: an improvement of £6-5
st vfprwolion] o~ billion mainly reflecting/higher profitability of British Steel prior to
o prgadanta 63 tw privatisation (£0-3 billion) and British Rail (£0-3 billion).

(

Table 5.3 Public expenditure by spending authority

(€0°5 bty ,

£ billion
198788 1988-89 1989-90 1990-91 1991-92
Outturn Estimated Plans Plans Plans
outturn R
Central government! 109-4 114:3 U123‘7 131-2 136-9
of which:
Voted in Estimates ' 76-9 80-7 86-9 92:2 96-4
other 32:5 33i5 36-8 39-0 40-5
Local authorities! 40-7 42-9 44-0 45-5 47-1
of which:
relevant expenditure 320 34-5 3512 365 37:5
other current 5-1 5-3 62 6-7 il
capital 36 31 2:6 24 2:5
Nationalised industries 0-3 (Y 47 — —0-4 1-0?
Other public corporations 0-5 0-5 0-9 1-0 Jisdl
Privatisation proceeds —5-1 =70 =50 —50 =15:0
Reserve 5:5 70 10-5
Public expenditure planning total 145-7 A5+T 50 1671 179-4 191-6

! Excluding finance for nationalised industries and other public corporations.

% The increase in 1991-92 refleacts the disappearance from the public expenditure figures, following privatisation, of the substantial negative external finance of
the electricity industry.

Public expenditure by 5.07. Central government spending makes up about three quarters of the
spending authority planning total. About 70 per cent of this is voted by Parliament through the

annual Supply Estimates and covers the expenditure of government
departments for their own activities as well as their funding of other bodies
such as the National Health Service. Most of the remainder consists of social
security payments paid out of the National Insurance Fund. Spending by
local authorities accounts for about one quarter of public expenditure.
Nationalised industries and other public corporations account for the
remainder of the total. Table 5.3 gives outturn figures for the last two years
and the plans as published in the public expenditure White Paper.
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Supply Estimates

5.08. For 1989-90, the plans set out in the public expenditure White Paper
have now been translated, where appropriate, into detailed control totals in
Supply Estimates. The total Estimates provision for 1989-90 for which the
Government is seeking Parliamentary approval is shown in Table 5.4. The
main Estimates for 1989-90 are published in a series of booklets on 14 March

(33 1989 with a Summary and Guide (Cm fJ]) which summarises the Estimates
and explains how they relate to the public expenditure planning total. It also
describes the Supply procedure.

5.09. Of the £[116-0] billion included in the Supply Estimates, £[90-2]
billion is direct public expenditure. The remaining £[25-8] billion does not
feature directly as public expenditure because it consists of grants to local
authorities and finance for other bodies whose spending is counted as public -
expenditure. About two thirds of the money voted in Estimates is subject to
cash limits, which provide the Government with greater control over its
cash expenditure during the financial year.
Table 5.4 Supply expenditure
/ billion
1987-88 1988-89 1989-90
Expected outturn Final Expected Provision
in 1987 Budget outturn outturn
Main Supply Estimates 104-5 104:5 108-3 116-0
Supplementaries and net underspending 0-9 ; 1-O® 2-,2( ot
Total Supply expenditure 105-3 1055 110-5
Public expenditure element 795 79-6 848~ 850
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BUDGET CONFIDENTIAL

FROM: J. ANSON
1st March, 1989.

CHANCELLOR

~ y / c.c. PS/CST
( A ) (0 PS/FST
o ) AR Lo i PS/PMG
T JE PS/EST
(1~ ¢ 4 ‘ Sir P. Middleton
» %ﬂ Sir T. Burns

é"n‘f‘rﬁﬂ L/, . Mr. Scholar
L @f el 3 ) : Mr. Culpin

i V' - Mr. Riley
¥ v
/ & Mr. Sedgwick

Vs
FY E 3 Mrs. Lomax
\J \vﬁJ Mrs. R. J. Butler
—\ Mr. McIntyre
Mr. S. Davies

ff/j' / Miss Simpson
(0¢ ;

/ /V\ wlw(j ~

1989 FSBR: CHAPTER 5

There are two small changes which I think we should make

in the draft submitted to you today by Mrs. Butler:

(i) Delete the 1last sentence of paragraph 5.01. This
is no 1longer true of the detailed plans. (TS
still true of the overall total, but that is already

made clear in the first line of paragraph 5.02.)

(ii) The first sentence of paragraph 5.04 should include
figures for the public expenditure cost, both next
year and in a full year. You have already asked
for these to be included in a footnote to Table 1.1,

but they ought to appear here also.

JA

J. ANSON
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MR MACPHERSON cc PS/Chief Secretary
PS/Financial Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton
Sir T Burns
Mr Anson
Mr Scholar
Mr Culpin
Mr Riley
Mr Gilhooly
Mr Matthews
Miss Simpsor
Mrs Chaplin
Mr Tyrie
Mr Call

Sir A Batticshill IR
Mr Calder 1IF

Mr Unwin C&E
Mr P R H Allen C&E

FSBR CHAPTER 4

The Chancellor was grateful for your minute of 1 March. He had

the following comments on your covering note and on the redraft of
chapter 4.

s He does not understand why we cannot publish a "mature"
yield from the 1life assurance package: surely the
detailed work done on the costings provides a reliable
basis? He would be grateful for further edvice from FP
and the Revenue on this.

(ii) He was content with your redraft of the second age
allowance indent in paragraph 4.02.

e



(iii)

(iv)

(vi)

(vii)

Throughout the draft, you will need to take on board any
changes that maybe made to the final packace.

He was content with your neat solution of including the

pensioners earnings rule as a Natioral 1Insurance
measure.

He would prefer the final sentence of paracraph 4.31, on
VAT on non-domestic construction, to be jcined together
so that it reads "VAT will also be applied from 1 April
1989 to protective boots and helmets supplied to
employers, and to news services; and from 1 July 1990 it
will be applied to fuel and power supplied to
businesses, and to water and sewerage services supplied
to industry.

The first two sentences of paragraph 4.37, on NICs,
should be redrafted to read "From 2 October, the
structure of employees' National Insurance contributions
will be reformed. Employees will pPey Class 1

contributions equal to 2 per cent of earnings up to the
lower earnings limit..... ]

He was content with the Financial Secretary's redraft of
paragraph 4.35, on Keith, subject to two small changes:
amend the end of the first indent to read "...and
provide the taxpayer with greater safeguarcs"; and amend
the end of the third indent to read *"....greater
protection for the taxpayer".



(viii)

Amend the manuscript addition to paracraph 9
annex to read "Tax yield of these measures

eventually be of the order of £100 million...."

pcsh

A C S ALLAN

of the
will
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@ FROM: COLIN MOWL
DATE: 1 March 1989

Cc R cc Chief Secretary
Financial Secretary
Paymaster General
Economic Secretary

Sir P Middleton
Sir T Burns
Mr Anson

Mr Wicks

Mr Scholar
Mr Sedgwick
Mr Riley

Mr Culpin

Mrs Lomax

Mr S J Davies
Mr Hibberd
Mrs R Butler
Mr Pickford
Mr Gieve

Mr Patterson
Mrs Wright
Mrs Todd
Miss Simpson
Mrs Chaplin

Mr Tyrie

Mr Call

Mr Calder - IR
Mr Vernon - C&E

FSBR CHAPTER 6

I attach a first proof of chapter S It incorporates all the
comments you made on the draft I cir ated last week. None of the

figures have changed - we will take on 9 evisions to the PSDR
components next week.

o

25 In addition to any further comments you might have on the
chapter there are two outstanding issues, debt and chart 6.4.

Debt

3% You suggested that we should say in paragraph that the

stock of net public sector debt at the end of 1988- s the lowest

figure for x years. The problem is that this series o rts in

39725 But we are fairly certain that were the series available for

earlier years the  end-1988-89  figure  would 4 the
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lowest (relative toBu@GE%Lngng“uoXsiderable time. What we

opose therefore is that the remark should be couched in terms of
stock of government debt", without making it clear which
icular definition of debt is being referred to. We would base
mark on the figures for the National Debt which is the only
e long series. (As far as we know net general government
go back no further than 1972, but we are still

(seemn OK7 )

4. National Debt is, as you know, a gross central government
measure of debt. The historical figures are attached. We have not
yet worked out a nd-1988-89 figure but we are fairly confident
that it will be lowest, relative to GDP, since before the First
World War. I w dvise against inclusion of an end-1988-89
bt in the FSBR because it would detract from
ich we have said (eg. in the EPR in 1982)
measure of debt, mainly because it is the

he PSBR/PSDR. We are proposing however

C;é}iimate in the Budget brief.
Chart 6.4

5. You asked us to re-instate last year's chart 6.2 on the
structure of receipts and expenditure. It will be chart 6.4 this

figure for Nati

net public sector
is the most appro
closest stock equivale
to include a National De

year.

D The chart 1is a graphical repze ation of table 1.2. There
are therefore some slight changes t the chart reflecting this
year's changes to the table. North revenues are not shown
separately - PRT and royalties are ixgiizld with corporation
tax - and the definitions of income tax and capital taxes are
different. The former is now on a receipts not an accruals basis
and the latter omits corporation tax on gains (now included in a

wider measure of CT).

7. We are also offering you an alternative versigggib the chart
which disaggregates expenditure taxes into VAT,\wh share has
risen sharply since 1978-79, and other expenditure s ))(largely
the excise duties) whose share has fallen.

ij v (L€ - " ‘ ” «é:fi :Url ;f“” j 3 £ “? @
N %

I~ ijwﬂ Ly (AL .a: 3 ] 5’& AR Jﬁf P:}“w : . 5
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@28. You might alsoBlJngE.EIrLlﬁ;EthNL%o let the chart speak for

self, as in previous years, or whether to draw attention in the

<gi§if to its main features, namely,

a fall in the share of income tax;

<§§§§> a rise in the share of corporation tax (including certain

il taxes);

- a rise in the share of social security expenditure;

DOE g9);
and, if the S )
and falling ¢

(You might note that o ir<?&guter graphics package cannot handle
more than eight categor %<§2§§§eceipts or expenditure.)

- a fiéig;S the share of other departments (mainly due to
(o)

ative version is used, a rising share of VAT

re of excise duties.

s
&

Conclusion
9. We should be grateful for any further comments on the chapter,

and your views on the proposed treatment of debt (paragraph 6.04)
and presentation of chart 6.4 by lunc¢h-time on Thursday (2 March) so
that we can give the printers a r version on Friday.

<><M

COLIN MOWL

@
%
D
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NATION;::E; == NETLEUQQ EEI LIST ONLY yatronas oeer NET PUBLIC SECTOR DEB’

per cent per cent per cent per cent
of GDP(1) £billion of GDP(1) £billion of GDP(1) £fbillion of GDP(1)
1855 105.0 1976 56.6 47.2 71.8 60.0
1860 98.7 1977 66.9 47.6 81.3 57.9
1865 81.4 1978 79.2 48.8 87.9 54.2
1870 7.5 1979 86.9 46.1 95.3 50.6
1875 59.0 1980 95.6 42.7 102.1 45.6
1880 : 8.0 1981 113.3 45.6 116.5 46.9
}ggg g ‘?-f 1982 118.6 43.5 127.2 46.7
\ 1983 128.2 43.3 135.0 45.5
1895 0. : 1984 143.1 45.0 147.3 46.2
1900 0.6 - 1985 158.3 45.7 160.7 46.4
1905 0.8 36.7 1986 171.6 46.0 166.8 44.8
1910 0.7 31.9 1987 185.7 45.9 171.1 42.3
1911 0.7 29.6 1988 197.3 44.3 171.3 38.6
1912 0.7 28.4 1989 [1571 [31.483
1913 0.7 26.3
131; ?': gg-; (1) GDP centered on 31 March for 1959 to 1988, and calender
5518 i 507 year GDP used prior to 1959.
1917 4.0 88.4 (2) Sources
1918 5.9 112.0 GDP:- 1946 to 1988 CSO series EBAA
1919 7.4 133.1 GDP:- 1855 to 1945 Feinstein
1920 7.8 130.9 National Debt and Net Public Sector Debt:- Bank of England
1921 7.6 147.5 Quarterly Bulletin
1922 77 167.2
1923 7.7 176.6
1924 7.6 172.9
1925 7.6 163.6
1926 7.6 172.0
1927 7.6 163.8
1928 7.5 161.6
1929 7.5 158.7
1930 7.5 159.4
1931 7.4 170.1
1932 7.4 173.9
1933 7.6 179.5
1934 7.8 173.3
1935 7.8 165.2
1936 7.8 158.9
1937 7.8 147 .4
1938 8.0 144.0
1939 8.2 138.0
1940 8.9 118.7
1941 1.4 129.1
1942 14.1 146.7 o
1943 16.9 165.1
1944 19.6 190.8
1945 22.4 227.8
1946 24.7 247.7 <o
1947 25.6 240.6
1948 25.6 218.5
1949 25.2 203.2
1950 25.8 199.5 <&
1951 25.9 179.8
1952 25.9 165.6
1953 26.1 154.7
1954 26.6 149.7
1955 26.9 141.0
1956 27.0 130.9
1957 27.0 123.6
1958 27.2 19.7
1959 27.4 113.8
1960 27.7 107.1
1961 28.3 103.0
1962 28.7 99.4
1963 29.8 98.7
1964 30.2 91.4
1965 30.4 85.0
1966 31.3 82.0
1967 32.0 79.4
1968 34.2 79.3
1969 34.0 72.8
1970 33.1 65.2
1971 33.4 59.3
1972 35.8 57.0
1973 37.2 51.5
1974 40.5 50.3
1975 46.4 46.5 59.5 59.6
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he public sector’s finances

<,

The scope of this chapter 6.01. This chapter brings together revenue and spending and provides an
analysis and forecast of the public sector’s overall financial position in 1989—
90, together with some explanation of the main differences between

@imated outturn in 1988-89 and last year’s forecast.

Debt repayment e latest estimate is for a public sector debt repayment (PSDR) of

6.03. The forecast is for a further substantial PSDR of around /12 billion
in 1989-90. Excluding privatisation proceeds the PSDR is forecast to be/\the

same in 1989—90 as in 1988-';

Table 6.1 Public sector debt repayw
L billi&éa\nd/a‘s—pgr cent of GDP

1987-88 Q}Qs-zw 1989-90

Outturn 988 Latest Forecast
udget estimate

Public sector debt repayment
£ billion 35 9
as per cent of GDP

PSDR excluding privatisation proceeds
£ billion

General government borrowing requirement

—-16 . .
as per cent of GDP <@ e@ ¢_®
6.04. The stock of net public sector debt has fallen from ov ; ent of

ep U
money GDP in 1979 to 384 per cent (£171 billion) at the end
is forecast to be about £[157] billion, or [314] per cent of GDP,

0 1988-89. Relative to GDP the stock of government debt is now loget than
- K 2 at any point since before the First World War. There should be a further
s \/& p large fall in net public sector debt in 1989-90, in both nominal terms and as a
\,\f' percentage of GDP

A BUDG”&%%%%ET-B@E(@EHS ONI\{OT TO BE COPIED
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6 The public sector’s finances BUDGET SECRET ) D
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i Changes since last Budget
@ 6.05. The PSDR in 198889 is now estimated to be nearly £11 billion

higher than forecast in last year’s Budget. As table 6.2 shows the higher net
repayment comes roughly equally from higher receipts and lower
expenditure, including /2 billion additional privatisation proceeds (see table
1.2 for a detailed comparison of the components). Much of the extra receipts
reflects the higher than forecast growth of money GDP. Higher growth has
also contributed to the lower than forecast expenditure, primarily through
lower spending on social security and improved finances of public
rporations.

Table 6. es to receipts, expenditure and debt repayment since 1988

1
% @ £ billion
/\ 1987-88 198889
¥ RecexY

Taxes t national insurance contributions +0-8 +48
Other rec —0:7 + 11
Total > //‘\\ +0-2 +59
Expendxture

Privatisation proceeds =1Q71 — 21
Other general government +0-2 —2:4
Public corporations’ market and overseas finance —-0-4 =06
Total /\ - 03 —50
PSDR ¥ . 405 +10-8
'+ higher receipts, higher expendxtu igher debt repayment;

— lower receipts or lower expendtture ()

6.06. The main contributors to t ' than expected receipts are income
tax (£ 14 billion), national insurancg butlons (£1 billion), VAT (£14
billion) and interest receipts (£1 bll on The first two largely reflect higher
total wages and salaries. Higher VAT x@cmpts are the result of faster growth
of consumer spendlng in total and a change in its composition towards those
goods and services which are subject to VAT.

much as forecast. Within the total, advance corpofat x (ACT) receipts

6.07. Corporation tax receipts again rose strongly@?—89 but not by as

were higher than forecast, reflecting high dividen

s in 1988, but
other corporation tax receipts rose much less than ex N he latter is
é( likely to be mainly the result o@‘“lﬁwmnd hig @nem in 1987
? than shown by the recorded figures available at the time (df the I

o ff"\‘LV)
Ul Tl
1 e
%’S\:’ %M 25 6.08. Privatisation proceeds were /2 billion higher than projected’s
—ak s as

time of the last Budget. Expenditure excluding privatisation prece

lower than forecast, largely as a result of lower social security expendit
and higher local authority capital receipts.

6.09. The public sector’s finances can be analysed in a number of different
ways: by type or activity, by sector and by economic category. The rest of

this thap ¥ Gy eSS RETe in|deiNOT TO BE COPIED
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Public sector’s finances: analysis by type or activity

6.10. Table 1.2 analyses the public sector’s finances by type or activity. The
main receipts of general government (ie central plus local government) are
grouped according to the kind of activity which gives rise to them, while
spending is shown by department, as in Chapter 5 and in the public
expenditure White Paper.

6.11. General government receipts are estimated to have risen by 94 to 10

per cent in 1988-89, just below the growth of money GDP. They are
orecast to rise by 63 to 7 per cent in 1989-90, a little less than the forecast
rowth of money GDP.

Q
AT

@\'ﬂ qrasd qoiane

M.\ ‘

/a/ﬁ @ w4 ") ’t F
L—__’-n—dmﬂ,ﬁw._., ™

Table 6.3

vg‘-)/ \—Q.\\ -S\c\c.cv\ .\s \¢ \g ‘_.?f\ )D‘ %0\“'“':\- 'T\\& ‘
orth Sea revenuesjare forecast to fall by{l5 per cent in 198990,

Elthe delayed effect on corporation tax of falling profits in earlier years.
| 98

ction is expected to be lower in 1989 than in 1988, due mainly to

: ed effect of the Piper Alpha disaster and accidents in the Fulmar
Bront £f

ds. The forecast assumes that North Sea oil prices will remain

close to evels. PRT receipts are forecast to be the same in 1989-90 as
<19 »

in 198839 despite the projected fall in production because there were
repayments nce PRT in 1988-89 and none are forecast for 1989-90.

North Sea revenues

£ billion _

N

1989-90

1987<88 198889
1988 Latest Forecast
o8 Budget estimate

North Sea corporation tax!

>
Petroleum revenue taxy\
Oil royalties

- 15 13 0-8
p) 1:2 1-3 15
1 06 06

W 00

Total North Sea revenues 4-7 (( ) ) 33 32 27
Ihefore ACT set off of: 07 \0/ 08 08 05

%includes advance petroleum revenue tax

BUDGETREEREIBLPERI YIS :

6.13. Excluding North Sea revenues general government receipts rose by
over 104 per cent in 1988-89 and are forecast to rise by about 7 per cent in
1989-90. Within the overall increase forecast for 1 90 there is:

an 8 per cent increase in income tax receipts;
an 18 per cent increase in non-oil corporation ta CT growing

more slowly than the rest;

an 8 per cent increase in VAT receipts, a little less th e’insrease in
consumers’ expenditure, reflecting relatively slow gro ending
subject to VAT;

cova

little change in receipts from the excise duties on petrol, to
alcohol;

an 8 per cent increase in local authorities’ net receipts of rates (anid
community charge in Scotland);

ance contributions, after allowing

htionf\ dunk € itk Bidpetl ED
[ ONLY
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Taxes as a'share of GDP 6.14. Table 6.4 shows total taxes and national insurance contributions

(NICs) as a percentage of GDP. Both the total and non-oil percentages are
@ estimated to have fallen in 1988—89, by about half a percentage point in each

case, compared with a forecast of no change in last year’s Budget. Given the
payments lags in the tax system a fall in the percentage is likely when there is
a pick-up in the growth of money GDP. Some taxes, such as mainstream
corporation tax, are paid some time after the period for which the liability is
incurred. For over 20 per cent of total tax receipts the payments lags are one
year or longer; receipts of these taxes are therefore unaffected by changes in
GDP in the same year. With other taxes, stamp duty for example, there is a
riable relationship between changes in the tax base and changes in money

X he forecast is for non-oil taxes and NICs to be the same as a
; @e of %&"es} GDP in 1989-90 as in 1988—89. In other words, the
esV he Budget nea-;l-aoﬁ'set real fiscal drag—the tendency for

aver ates to rise in a progressive tax system indexed to price changes.
With t ted fall in North Sea revenues in 198990, total taxes and
NICs a to fall slightly as a percentage of GDP.

Table 6.4 Taxes and national insurance contributions as a percentage of GDP

1983-84 1984-85 1985-86 198687 1987-88  1988-89 1989-90

Latest Forecast
y estimate
Total taxes and NICs as a share i e il
of total GDP 2 385 39-1 381 379 " 37.4 37-2 \
Non-oil taxes and NICs as a ;
share of non-oil GDP 377 37-8 ” 376 37-3 373
40 Chart 6.1 Taxes and national insurance contributions Oﬁ
Percent of GDP
39 - =139
| /
| 38 - / SRR - 38
‘ = 3 ~
| i Yooanantis _‘
| % Non - oil taxes and NICs )
as a percentage of non - oil GDP
35 |- b X ’A . @ =135
& \( ¢ y bx v
4,7 b@’\ ,\(“\ 34
Bl \
] L L | | I | | | ] | |

33 33
1978-79  1979-80  1980-81  1981-82 1982-83  1983-84 1984-85 1985-86 1986-87 1987-88  1988-89  1989-90
forecast
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proceeds is now estimated to have increased by under 5 per cent in 1988-89,

i@ Expenditure 6.16. General government expenditure (GGE) excluding privatisation

proceeds to money GDP is therefore expected to fall in both years, as

illustrated in chart 6.2.

and is forecast to rise by nearly 7 per cent in 1989-90, below the growth of
2 money GDP in both years. The ratio of GGE excluding privatisation

Chart 6.2 General goverfument expenditure
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6.18. Debt interest payments are forecast to fall substantially in 1989-90,
against a background of no change in interest and dividend receipts.
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6.19. Chart 6.4 shows the changes in the structure of general government
receipts and expenditure have taken place since 1978-79.
Chart 6.4 The structure of general govertﬁn,en,t//l%ceipts and expenditure
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6.20. Table 6.5 shows nct bestasving in 1987-88 and 1988-89 by central

government, local authorities and public corporations.

@@ Public sector’s finances: analysis by sector

ble 6.5 Public sector debt repayment

£ billion
1987-88 1988-89
Outturn Latest estimate
1 Central government debt repayment on own account 3:2 13-7
2 Local authority debt repa t =12 —06
3 of which to: central go —41 —45
4 market and 2:9 39
5 Public corporations’ debt t 15 1-0
6  of which to: central governnie, 0-0 —0-8
7 market and overs R 5 1:7
8 Public sector debt repayment <" \\J) . 35 140
Central government debt repayment 4
(lines 1 +3+6) AL =10:9 8-5
NV

6.21. The PSDR in the first ten months of 1988-89 was £15-5 billion,
substantially higher than in the same period of 1987-88, both including and
excluding privatisation proceeds. The greater part of the increase was on
central government own account. Taking into account both further
privatisation proceeds of a £1 billion due in March and the well
established pattern of h@mwing in March, the forecast for 198889 as a

whole is a public sector net‘debt repayment of £ 14 billion.

15 Chart 6.5 Public sector debt repayment by sector i > 15
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6.22. Tables 6.6 to 6.8 show estimated outturns and forecasts of receipts and
expenditure in 1988—89 and 198990 for each of the three sectors.

although the forecast of the PSDR assumes that the Reserve is fully spent.

@@ Expenditure in 1989-90 does not include an allocation of the Reserve,

Central government 6.23. Central government expenditure in table 6.6 includes grants and

subsidies to local authorities and public corporations (including nationalised

industries), which are included in the recelpts of those sectors, shown in
ble 6.7 and 6.8. The forecast large rise in 1989-90 in net lending etc is
amly the result of a lower level of privatisation proceeds.

Table 6. 6 overnment transactions

6 £ billion
1987—-88 1988—-89 1989-90
Outturn Latest Forecast

g\ estimate
Receipts w

Taxes and royalties 115-8 125:9 135:3
National insurance and other contributions 29-0 32:8 346

Other 10-4 11-4 10-8

Total receipts 3 155-1 170-1 180-6

Expenditure
Current expenditure on ggq %Q services 52:5 56-8 61-5
e 80-5 80-0 86-2

Current grants and subsidi

Interest 17:2 17-6 16-2

Net Iendin’é’, capital expendlt and cash

expenditure on company securitie A sy 1-6 20 4-8

Total expenditure “(( )) 1518 1564 168-74
Wt con el —_— Consohdate,q Fund revenues = 123-0 135-5 e VA

£ '\w&\‘\L—‘

Local authorities 6.24. Local authority receipts consist primarlly -‘&,‘3; o,

Vvvvv“w"‘vvvwvvvvvvvvvvv

ma_m) v
C.Omlﬁvl\ﬁ‘vx <

plus grants

2 2Excluding lendxﬁng to local authorities and public corporations.
@udtng any allocation from the Reserve. )

from central government. The forecast increase i
rebates) between 1988—89 and 1989-90 takes accoum
information about rate decmons by local authorltles A
value\Fhe : :

community charge in Scotland. The forecast of expendit
lower than it would otherwise have been because of the trars
polytechnics from the local authority to the private sector.

(EYRSENES)

i

6.25. From information available about the first ten months it looks as if the
local authority borrowing requirement will turn out to be rather lower in
1988-89 than in 1987-88, partly due to lower net capital spending as a result
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Table 6.7 Local authority transactions

%,

£ billion
198788 1988-89 1989-90
Outturn Latest Forecast
estimate
Receipts
Rates and community charge" 17-0 f 18:9 20-4
Rate and revenue support grant 12:5 12:7 13-0
Other grants from central government 12:0 12:2 12:9
her 5-4 5:9 7-0
receipts 469 49-7 533
iture
ent)expenditure on goods and services 346 36-4 37-0
(@ t gtants and subsidies 55 6-0 68
Intcr 4.4 4.7 4.8
Net lending afid \capital expenditure 36 3:3 2s

Total expenditite, 481 50-4 5102

>
?:Net of rate rebate‘se//\> 1-9 1-6 1-6
4

Public corporations

Table 6.8

?Excluding any allécation from the Reserve.
e ——

6.26. Table 6.8 shows public corporations’ transactions. The public
corporations’ receipts include’subsidies and capital grants from central and
local government. Chang ﬂ public corporations’ income and expenditure
from one year to another\as¢)affected by privatisations which involve re-
classifying privatised industxies the public to the private sector in the
national accounts. For example(the 12 per cent increase in gross trading

surplus in 1988—89 would have\bge er had British Steel not been
excluded, following its privatisati
&
Public corporations’ transactions
£ billion
1987-88 1988-89 1989-90
Outtu/r}n @;ﬁ‘:}; - Forecast
Receipts \\)) b
Gross trading surplus (including subsidies) 6-8 6 81
Other 2:4 27 2:6
Total receipts 9-2 %%\\ 10-7
Expenditure N7
Interest, dividends and taxes on income 31 3 3-6
Net lending and capital expenditure 4-5 5-4 %-8
Total expenditure 7°6 86 < 94k
Public corporations’ contribution to planning total:
nationalised industries’ external finance 0:3 0-4 0-0
other public corporations 0-5 0-6 0-9
i BUBDGET SEGRET 4 NOT TO BE COPIED
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Public sector’s finances: analysis by economic category

6.27. The full analysis of receipts and expenditure by economic category is
shown in Table 6.9, with a breakdown between central government, local
authorities and public corporations. This analysis, which distinguishes
between current and capital transactions (and within the latter between
physical and financial investment), shows the derivation of the public sector
financial surplus. The financial surplus, unlike the PSDR, is not wholly a
measure of cash transactions because certain items above line 24 in Table 6.9,
for example some taxes included in lines 1 and 2, are measured on an
accruals basis. An accruals adjustment is accordingly made in line 28.

@ . The unallocated Reserve is assumed to be on current spending items
sical capital formation ie in transactions that fall above the financial
u ine. In practice allocations from the Reserve can affect financial
rapisactipns (lines 25 to 29).

®,

$
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7\ Table 6.9 Public sector transactions by sub-sector and economic category
@U £ billion
198889 Latest estimate
General government Public Public
corpora- sector
tions
Central Local Total
govern- authori-
Line' ment ties

Current and capital receipts

Taxes on income, and oil royalties 1 62-8 — 62-8 =02 ' 626
Taxes on expendiures A ( (\\ 2 579 189 767 i 767
Taxes on capital \\) ) AN 3 52 = 5:2 = 5:2
National insurance and other con(ﬁ“gﬁ&)}é 4 32-8 == 32-8 — 32-8
Gross trading surplus \\ % 5 (05 0-7 0-2 7-6 79
Rent and miscellaneous current transfn{r{ U 6 0-4 2-8 3:2 05 3-8
Intcrest and dividends from private scctogn/@g\ad 7 34 1:2 4-6 0-7 5:2
Interest and dividends within public sector ) }\% 8 6-0 —4-0 2-0 =20 =
Imputed charge for non-trading capital cons%(pn&“ g 13 16 2:9 = 29
Capital transfers from private sector % >\ 10 e = : = 0:2 0-2
Total receipts / M1 169-4 21-2 190°5 67 197-3
Current and capital expenditure
Current expenditure on goods and services 12 56-8 36-4 93:2 — 932
Subsidies 13 4-0 10 4-9 == 49
Current grants to personal sector 14 49-2° 50 542 T 54-2
Current grants paid abroad 15 29 — 29 — 29
Current grants within public sector 16 ( (\Q%O =2 == = i
Debt interest 17 \2176 06 182 06 188
Gross domestic fixed capital formation 18 S /4//8/ 2:9 69 5-0 11-9
Increase in stocks 19 \%{3 = =03 0-3 0-1
Capital grants to private sector 20 Y@ /o~ 06 3-6 0-1 37
Capital grants within public sector 21 1-8 (( / } 1-0 0-8 {8 2=
Total expenditure 22 1630 — 215 184-5 52 189-8 -
Unallocated Reserve 23 = R = == ==
Financial surplus : 24 63 —04 6:0 15 7°5
Financial transactions
Net lending to private sector and abroad 25 0-5 =03 0-3 = 0-3
Cash expenditure on company securities
(including privatisation proceeds) 26 =7l 0-1 (} @ — =
Transactions concerning certain public sector %®
pension schemes 27 = 07 == : == =07,
Accruals adjustments 28 =10:1 —0:2 —W//\ i =0:3
Miscellaneous financial transactions 29 0-1 0-7 li\k_\ U/(\é 14
Debt repayment 30 137 - 06 131 <) 140
TS .
! Financial surplus (line 24) = receipts (line 11) — expenditure (line 22) — Reserve (line 23). 2 mﬁtommun:'?y chargec \&/ Aol

Debt repayment (line 30) = financial surplus (line 24) — financial transactions (lines 25 to 29). ; :
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Gc\&a}\éo\é\nmcm Public Public
o

corpora- sector
tions
Central Local Total
govern- authori-
Line’  ment ties
Current and capital receipts
1 69-2 — 69-2 —0-6 68-5 Taxes on income, and oil royalties
2 60-8 204 A (@2 . 81-2 Taxes on expenditure?
3 5-3 = \U ) g/}\ = 5:3  Taxes on capital
4 346 = \_7/3&6“ — 34-6 National insurance and other contributions
5 =0:5 0-8 \\O,\é/A 81 8:4  Gross trading surplus
6 0-3 3-0 ﬁé U . 0 4-0 Rent and miscellaneous current transfers
7 32 14 45— ,\(\\0'6 5l Interest and dividends from private sector and abroad
8 6-5 —4:2 o ) \):"/A\”é —  Interest and dividends within public sector
9 14 17 31 %\% 321 Imputed charge for non-trading capital consumption
10 — — — “ 02 >\ 0-2  Capital transfers from private sector
11 180-8 23-0 203-8 677 ¥ 2105  Total receipts
Current and capital expenditure
12 61-5 37-0 985 = 98-5 Current expenditure on goods and services
13 4-4 0-9 5:3 — 5-4  Subsidies
14 52-9 5-8 58-8 == 58-8  Current ‘grants to personal sector
| 15 4-0 — 4-0 = 4-0~"\ Current grants paid abroad
| 16 24-8 —-248 — — ( A\)E‘,urrent grants within public sector
17 162 0-4 166 05 1A/ Debt interest
| 18 5:0 159 69 5:6 12~50/§r€ss domestic fixed capital formation
19 =02 — =0:1 0-2 =01 \ crease in stocks
20 2-4 0-7 31 0-1 32 \@g@ts to private sector |
21 2:2 =e] 11 ] — Capital ts within public sector |
22 173-3 21:0 194-3 5:2 1995  Total expenditure ‘
23 35 Unallocited Reserve |
24 7-5  Financial surplus
25 0-4 —0:2 0-2 = 0-2  Net lending to private sector and abroad
Cash expenditure on @ securities
26 =50 — =50 = =50 (including privatisau& eds)
Transactions concem%bhc sector
27 =0:3 = =03 = —0-3  pension schemes
28 —06 =02 —0-8 — =10:8 Accruals adjustments S //\\
29 1-0 0-2 117 0-1 13 Miscellaneous financial transak&.g(ns V/\
30 120  Debt repayment \’&\()3
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